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Message of the Secretary of the Army

The September 11, 2001 terrorist attacks in New York, Washington, and
Pennsylvania changed forever our view of the world. Following the
attacks we witnessed the very best of America, through the bravery of our
fire, police, rescue, and emergency medical services, and through the
thousands of ordinary citizens who helped by providing food, clothing,
money, and blood. The Army also was there. In New York City and at the
Pentagon, more than 3,000 active, National Guard, and Corps of
Engineers soldiers and civilians responded to the call to provide medical
and other humanitarian support, traffic control, and debris removal.

The attacks of September 11 provided shocking and very clear evidence
of the changing nature of the threats to our country and underscored the
importance of transforming the Army into a force that is more strategical-
ly responsive and dominant across the full spectrum of military opera-
tions. Our transformation not only involves applying the very latest tech-
nology across the force, but also includes changing our doctrine, our sol-
dier training, and our leader development to ensure that our Army domi-
nates the warfighting environments of the future.

In addition to transforming how we fight and win the Nation's wars, we
are transforming how we conduct our business. We are secking ways to
use our resources more efficiently. We are also working to improve the
quality and the timeliness of the financial information that we provide to
our leaders so that they can make informed decisions. To that end, we are
improving our financial management systems and integrating them with
our logistics, personnel, and other management systems. As a result, we
continue to make significant progress toward our goal of achieving an
unqualified andit opinion on our financial statements.

America's freedom and security are of the utmost importance to its citi-
zens and are necessary for our great nation to flourish. The Army's job is
to help keep our country safe and, in turn, to protect our freedom. It is our
responsibility to ensure that America continues to have the best Army in
the world, paid for without wasting resources. We remain committed to
fulfilling our obligations while employing the highest standards of integri-
ty and efficiency.

"7/%///({. (ZLZZ\

Thomas E. White

Secretary of the Army
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Message of the Assistant Secretary of the Army
Financial Management and Comptroller

The Army is pleased to issue its Annual Financial Statement for fiscal
year 2001. For the third consecutive year, we have brought together the
information of our three reporting entities: the General Fund, the Working
Capital Fund, and the Civil Works Fund. This report includes information
on how we are meeting our fiduciary and stewardship responsibilities
within each fund.

As a consequence of the events of September 11, we have been unable to
produce statements for the General Fund and the Working Capital Fund.
In their place, we have provided a management discussion and analysis of
these two funds. Additionally, we have prepared the complete manage-
ment discussion and analysis and the financial statements for the Civil
Works Fund. While we have yet to achieve an unqualified opinion on the
financial statements for any of our three reporting entities, we firmly
believe that we are moving in the right direction to achieve that goal.

One example of our progress is the Army-wide implementation of the
Defense Property Accountability System (DPAS). Fully compliant with
federal accounting and systems requirements, DPAS replaces outdated
property systems that do not meet today's federal mandates. DPAS will
enable us to properly account for and report on all Army general equip-
ment. We will complete DPAS fielding during the next fiscal year in time
for the 2002 financial statements.

The Army is committed to using sufficient management controls to assure
our continued stewardship of Army financial and materiel resources.
Moreover, the Army's financial community is committed to providing
Army managers with more relevant and reliable information to assess pro-
grammatic activities and to enable better decision making. As part of the
Army's transformation for the 21st century, we are working diligently to
modernize our management systems and improve our federal financial
reporting.

Thank you for your interest in our FY 2001 Annual Financial Report. We
invite you to visit the Assistant Secretary of the Army (Financial
Management and Comptroller) Web site (www.asafmc.army.mil) for more
information on Army financial management activities.

Sandra Pack

Assistant Secretary of the Army
(Financial Management and Comptroller)
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Message of the Assistant Secretary of the Army
Civil Works

Since being appointed as the Assistant Secretary on October 3, 2001, it
has been an honor and privilege to serve the soldiers, civilians and fami-
lies that make the United States Army the most powerful and professional
Army in the world. In this capacity, it has been especially rewarding to
work with the Army Corps of Engineers.

The Corps has a proud history stretching back to the beginning of the
country. Over the years, the Corps has evolved to emphasize its major
Civil Works responsibilities of today -- conservation and development of
the Nation's water resources, including flood control, navigation, environ-
mental restoration and related purposes. All of these tasks are important;
all are complex and demanding; and all require prudent management to
ensure wise use of taxpayer dollars.

The dedicated military and civilian employees in the Corps have risen to
every challenge in the past and will continue to do so in the future. Their
dedication was immediately evident to me upon coming on board and see-
ing the Corps' efforts in responding to the tragic events of September 11,
2001. In New York City and Washington, D.C., Corps employees have
been at the center of recovery efforts, particularly in managing debris
removal and assessing structural damage.

The Fiscal Year 2001 Annual Financial Statement for the Civil Works
Fund reflects solid contributions to our Nation's well-being. I look for-
ward to continuing to serve with the Army and the Corps during this land-
mark era of change and transformation. I am excited about the challenges
inherent in this job and am enthusiastic about the opportunities it presents
in serving this great country.

%T -
- Mike Parker

Assistant Secretary of the Army
(Civil Works)
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Year in Review

Year in Review

The Army is a strategic instrument of national policy that has
served our country in peace and war for more than two centuries.
Soldiers help America fulfill its global responsibilities and they
safeguard our national interests. Their actions help make the world
a safer place.

The U.S. Army is the most potent ground fighting force in the
world, but we should never forget that our strength lies in the
quality of the individua! soldier. We must always seek to attract,
train, motivate, and retain only the most competent and dedicated
people, and we do this first and foremost by giving our soldiers
the opportunity to grow with us to their full potential. We further-
more see the well-being of soldiers and
their families as a key element to Army
readiness. By looking after their families,
we make it possible for our soldiers to
focus fully on doing the nation's busi-
ness, whenever and wherever required.

The Army is divided into three separate
funding entities: the General Fund,
Working Capital Fund, and Civil Works
Fund. This annual report describes how
these three funding entities support our
people, Army readiness, and the transfor-
mation of our forces. Following the
tragedy of September 11, 2001, the
General Fund and Working Capital Fund

received a waiver from the requirement 1 B ol e e e P ramaeg. oS
to prepare and submit FY 2001 Financial

Statements. The complete Financial Statements of the Civil Works

Fund have been prepared and are included in this report.

General Fund

The General Fund provides funding for the Army mission, a non-
negotiable contract to maintain at all times the readiness to fight

and win the nation's wars. Each year Congress appropriates funds
to the Army so that we may fulfill this contract. Brief descriptions
of some of our most notable accomplishments of FY 2001 follow.

People. In FY 2001, we made important progress in improving the
well-being of our people with a focus on education, compensation,
and healthcare.

We continued to invest in Army University Access Online, or
eArmyU. This program provides 100 percent tuition funding for
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anytime, anyplace distance learning.
A R My ' COM Currently fielded at Forts Hood, Benning,

¢ and Campbell, eArmyU provides to soldiers

" a laptop computer, printer, and Internet serv-

ice to enable them to pursue post-secondary

degrees and certificates regardless of where they are currently sta-
tioned. You can access eArmyU at hitp:/www.earmyu.com/.

Healthcare and compensation are also essential to well-being. In
FY 2001 we eliminated most TRICARE copays for active duty
families secking the services of civilian health providers. We also
extended TRICARE Prime Remote to family members who
choose to live with soldiers in remote locations. We addressed the
i ot issue of compensation by providing a 3.7
o percent increase and a one-time targeted
adjustment for mid-grade enlisted soldiers.
More information on the TRICARE program
can be found at http://www.tricare.osd.mil/.

Readiness. We continue to forward-station soldiers and civilians all
over the world. In FY 2001, we had 125,000 soldiers and 15,000
civilians stationed in more than 100 countries. In addition, we had
a daily average of 27,000 additional soldiers engaged in operations
and military exercises in 70 countries. These soldiers and civilians
are supporting assigned missions such as the enforcement of United
Nations sanctions against Iraq, stability operations in the Persian
Gulf, and peacekeeping operations in Bosnia and the Sinai.

Where Your Army Is Today...

% Current Deployments
« Recent Fiash Points

Engaged Around the World—Protecting national interests, supporting the National
Security Strategy, and lending humanitarian assistance at home and abroad.
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To improve the readiness of our early deploying units to conduct
these and other missions, during FY 2001 we moved 34,000 sol-
diers to positions in our early deploying units that were previously
vacant. This enabled some of these units, which typically support
our combat divisions, to achieve C1 personnel ratings for the first
time in five years.

We continued through FY 2001 to rely on our reserve components
to deal with the high tempo of current operations. We had approxi-
mately 2,000 reserve component soldiers deployed in Bosnia,
Kosovo, and the Middle East. Significantly, for the first time we
also had reserve component soldiers from the North Carolina and
Oklahoma Army National Guard performing active patrols in
Bosnia.

Transformation. In 1990, Operation Desert Shield exposed an
operational weakness in the capabilities of the Army's heavy and
light forces. Our heavy armored forces, tailored for the Cold War,
were formidable on the battlefield but were slow to deploy to
where they were needed. Our light forces could readily deploy to
the battlcficld, but when they got there
were not lethal or survivable enough for
modern, conventional warfare.

To address this need, we are transforming
the entire Army, from installations to
leader development programs. We are
changing doctrine, training, leaders,
organizations, matericl, and our people.
Everything will be impacted.

To achieve this transformation, we will
transition through three forces: the

Legacy Force, the Objective Force, and
the Interim Force. The development of

. . . o, . [ A .
the Objective Force is our goal, but it is a ks dscente. * 27550 85 puo LR e

\ "OVie " A Platform Performance demonstration of 35 potential Light Armored Vehicles for new
long-t(’nn plOJCCt‘ For the next 10 to 15 combat infantry brigades was conducted at Fort Knox, Kentucky.

years, it is the Legacy Force that will

fight and win America's wars. In FY 2001, the 4th Infantry
Division demonstrated the results of our efforts to digitize our
divisions; we will continue to digitize and upgrade selected legacy
units until transition to the Objective Force is complete.

The Interim Force will fill the gap identified during Desert Shield
until the Objective Force is fully fielded. Creation of this force
will require the establishment of between six and eight Interim
Brigade Combat Teams (IBCTs), equipped with more than 2,000
new Light Armored Vehicles and a Mobile Gun System.
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Management Initiatives. We recognize that our current programs
will over time become more expensive to maintain. It is therefore
essential that we transform our business
practices so that we can continue to take care
of our people, sustain readiness, and com-
plete our transformation into a force for the
21st century.

The Army has several business initiatives in
place to introduce the necessary changes.
The Residential Communities Initiative
(RCI), for example, deals directly with our
infrastructure challenges. Four pilot projects
will privatize more than 15,000 family hous-
ing units at Forts Carson, Hood, Lewis, and
Meade. Forts Carson and Hood have already
transitioned to privatized operation, and
Improved housing shows our commitment to all soldiers and their families. agreements will be concluded at Forts Lewis
and Meade in early 2002. We have also initi-
ated 23 further privatization projects that will see 53,000 housing
units convert to private management through 2002-2006.

Even more sweeping is the ongoing effort to transform our logis-
tics processes. These efforts are vital to closing the requirements
gap and to reducing the cost of readiness. We are transforming
Army logistics from a system based predominantly on redundancy
of mass to one based on velocity, mobility, and information. Our
move to a Distribution-Based Logistics System (DBLS) is one of
our most important initiatives, representing a fundamental change
in our approach to logistics management. DBLS will comprise a
set of reengineered processes, innovative policies, and advanced
information systems. The result will be a seamless logistics system
that relies on velocity and precision to link readiness management,
distribution management, and asset management.

In addition, Army Secretary White has established the Business
Initiatives Task Force to coordinate with the Department of
Defense and to identify improvement opportunities. We will in the
coming months implement several of the initiatives identified by
this group.

Xiv
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Working Capital Fund

The Army Working Capital Fund (AWCF) finances the Army's
four working capital businesses: Supply Management, Army;
Depot Maintenance, Army; Ordnance; and Information Systems.
These businesses help the Army to main-
tain readiness by providing the equip-
ment, supplies, ordnance, and informa-
tion systems necessary to support the
deployment and projection of lethal force
as and when required.

The following are some AWCF business
improvement highlights of FY 2001:

Single Stock Fund. In FY 2001, the
Working Capital Fund undertook a reor-
ganization of its operating structure,
implementing the Single Stock Fund
(SSF) initiative at the Supply
Management, Army activity. Under SSF,
the group now consists of a single whole-
sale division subdivided by commodity,
with major subordinate commands under the U.S. Army Materiel
Command managing assigned materiel stocks. By eliminating the
middleman found in the retail subdivision model, we have
increased the speed and efficiency at which we can provide com-
bat support services thereby reducing the cost of service.

Depot Maintenance Activity Group has two primary responsibilities: maintenance and
base operations.

Wholesale Logistics Modernization Program. In addition to the
implementation of the Single Stock Fund, in FY 2001 we began
fielding the Wholesale Logistics Modernization Program
(WLMP). Through the adoption of private sector supply chain and
financial management best practices, WLMP will improve force
readiness and mission performance, will enable us to take advan-
tage of efficiencies in systems operations, and will improve system
maintainability and adaptability. By combining logistics and finan-
cial data in an integrated cost accounting system, it will also pro-
vide full asset visibility. WLMP furthermore will interface with
DoD-wide U.S. Standard General Ledger (USSGL) data to
improve accounting and financial reporting within the Army
Materiel Command.

Army Workload and Performance System. We completed
implementation of the Army Workload and Performance System
(AWPS) in FY 2001. AWPS is a human resources tool designed to
analyze workload and to ensure the efficient allocation of
resources across the AWCF. As a result of implementing AWPS,
we are better able to estimate and schedule workflow, monitor per-
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formance, and control overhead; we have also improved our
responsiveness to customer requests. By taking advantage of the
efficiencies inherent in a workload-based system, AWPS thus con-
tributes to the provision of agile, more responsive support for the
warfighter.

Civil Works Fund

The U.S. Army Corps of Engincers has served our nation, through
peace and war, for more than 200 years. The Corps traces its ori-
gins to the construction of the fortifications at Bunker Hill in

1775, service in the Revolutionary War, and then peacetime serv-
ice opening the Western frontier. Over time our military and civil
missions have evolved and continue to evolve to meet the needs of
the nation. Today the civil mission includes development and man-
agement of navigation, flood and coastal shore damage reduction;
environmental protection and restoration; hydroelectric power;
recreation; water supply and emergency management programs.

Today, the Corps is the world's largest public engineering, design,
and construction management agency. Military and civilian engi-
neers, scientists, and a range of other specialists work hand-in-
hand in divisional and district offices throughout the world and at
four major laboratories and research centers to provide leadership
in engineering and environmental matters.

Summary of Performance Results

The Civil Works Program is divided into nine outcome-oriented
business programs, all of which contribute to the economic well-
being and quality of life of our nation. We have established key
performance goals for the nine programs, our progress in the pur-
suit of which demonstrates our focus on achieving congressionally
authorized program purposes. The following are highlights of our
FY 2001 performance.
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Environment. Each of our business programs addresses environ-
mental issues, but two are focused specifically on our mission to
protect, restore, and manage the environment. The Environmental
business program emphasizes environ-
mental stewardship, ecosystem restora-
tion, mitigation, environmental compli-
ance, and research and development.
During FY 2001, we continued to
improve on our management of 713,374
acres of mitigation lands by achieving 78
percent of prescribed mitigation require-
ments. We participated in recovery pro-
grams for 78 federally listed species,
engaging in 491 separate opportunities to
benefit these species or their habitats. We
also corrected 67 percent of significant
environmental findings and 62 percent of
major findings in FY 2001 at Corps-
operated facilities. Complete correction
of those findings, which were left open at
the end of FY 2001, will be accomplished in FY 2002 subject to
availability of funds. The correction of these findings eliminates
the immediate threat the findings pose to the environment.

A Great Blue Heron in South Georgia.

Recreation. Most federal lakes were
originally built for purposes other than
recreation. Public needs and values have
changed, however, and we have sought
to serve the evolving public interest by
adapting our reservoirs for multiple uses,
including recreation where there is suffi-
cient legislative authority and economic
justification to do so. We operate more
than 4,000 recreation sites at 456 water
resources projects in 43 states. During
FY 2001, the number of visitor-days at
our outdoor recreation areas decreased
slightly from 212 to 209 million, while
our cost per visitor-day increased slightly
from $1.24 to $1.28. In addition, the
recreation program supports 500,000
full-time or part-time jobs and generates annual visitor recreation-
related spending of $15 billion.

Accessible archery at the Corps' Conemaugh River Lake, Saltsburg, Pennsylvania.
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Army Systems Controls and Legal Compliance

The Army has an active, aggressive management control process
that has been thoroughly institutionalized at all levels.
Administration of the process stresses accountability for establish-
ing effective management controls, for conducting formal evalua-
tions of these controls, and for ensuring that management control
deficiencies are reported and corrected.

The Army continues to place a high priority on improving its
financial management processes and associated systems. During
FY 2001, we built upon the progress made during FY 2000 to
bring more of our critical feeder systems into compliance with the
Chief Financial Officers Act, with the result that they are better
able to produce the reliable and relevant information essential to
efficient management. The replacement of Army feeder systems
with new or evolving systems means that the number of noncom-
pliant systems continues to diminish. Those critical feeder systems
not scheduled for replacement are being evaluated to determine
what corrective action is necessary to achieve compliance.
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General Fund

General Fund—Overview

Founded in 1776 to fight our first war, the Army celebrated its 225th
birthday in 2001, Throughout its history, the Army has been struc-
tured to meet national needs as defined by
our civilian leadership and the times at
hand. Six years after its founding, the
Army was downsized by the Continental
Congress to just 80 men, 25 of whom
were assigned to Fort Pitt and 55 to West
Point and "other magazines." We have,
since that modest beginning, been in a
constant state of change, evolving through
the years to fight in many wars and con-
flicts, from the fields of Gettysburg to the
beaches of Normandy, the jungles of
Vietnam, and the deserts of Iraq. The one
thing that has not changed is our commit-
ment to America. Indeed, the Army is a
strategic instrument of national policy, and

| SR

1t 1 : IR, e v EUt )
it is the most formidable land force on President %eorgegﬂ. ;Bjush [speaks o U.S,Jsoi;di2e4rs 2&161611 1rc_>rc:]ps Ff’ronqdolh;ar NAT? "

1 q 1 nations at Camp Bondstee! in Kosovo on Jul , . The President is visiting the
earth. Our 480’000 active soldlers, Task Force Falcon soldiers to show support for the troops in Kosovo. (DoD photo by
350,000 National Guardsman, 205,000 Staff Sgt. Clinton J. Evans, U.S. Army)

Army Reservists, and 216,000 civilian
employees stand ready to serve whenever and wherever required.

The events of September 11, 2001, demonstrate how the nature of

battle is changing. We must today be able to project power any-

where in the world, including to the most

remote, desolate, landlocked, and infra- )

structure-poor areas on earth. Anticipating  "We are determined that before the sun sets
this need, two years ago we announced a . . : _
new vision for the Army, calling for 2 on this terrible struggle, our flag will be rec
strategic transition from our Cold War ognized throughout the world as a symbol of
design to that of a force able to meet the :
emerging challenges of the 21st century. freedom on the one hand, of overwhelming

We must at all times also be ready to carry  power on the other"
out our current missions. Even as we are

transforming the ways that we organize, General George C. Marshall
staff, equip, and train our force and as we Army Chief of Staff
develop our future leaders, our soldiers are

in the field fighting terrorism. It is only by

bringing our vision to reality that we can best ensure that when this

battle is won, we will be ready to go on and win the next.

This is not the first time the Army and America have faced such a
challenge. General Marshall's words, spoken early in World War 11,
will prove as true now as they were then.
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Mission and Organization

Mission

The Army has a non-negotiable contract to fight and decisively
win America's wars and, through land force dominance, to estab-
lish conditions for lasting peace. As the world's most dominant
land force, the Army enables America to seek first to avoid war

"It is the intent of Congress to provide an Army
that is capable, in conjunction with the other
Armed Forces, of preserving the peace and
security...of the United States... supporting the
national objectives... and overcoming any nations
responsible for aggressive acts that imperil the
peace and secunty of the United States. [The
Army] shall be organized, trained, and equipped
primarily for prompt and sustained combat inci-
dent to operations on land...[and] is responsible
for the preparation of land forces necessary for
the effective prosecution of war except as other-
wise assigned and, in accordance with integrat-
ed...mobilization plans, for the expansion of the
peacetime components of the Army to meet the
needs of war."

Section 3062, Title 10, United States Code

A California Guard Black Hawk drops a load of water on one of the many wildfires that
plagued the state last year.

through deterring aggression on the part of
potential adversaries. Should deterrence fail,
the Army is organized and trained for prompt
and sustained combat, as directed by law.

At home and abroad, the Army is required
also to support the civil authorities, providing
assistance and management capability in
times of crisis. Our missions can range in
scope from counter-drug operations to pro-
viding relief to victims of natural and man-
made disasters.

A versatile Army, we are organized and pre-
pared both to fight America's wars and to
respond to the nation's peacetime needs.

What the Army Does and How We
Do It

While the Army accomplishes its mission
today and prepares for future mission, we are
also in pursuit of a vision. First announced
more than two years ago, the Army vision is
composed of three clear elements: people,
readiness, and transformation.

People

Our people are at the core of our ability to
accomplish our mission, and their well-being
is paramount: their physical, material, and
mental states directly affects the Army's abil-
ity to fight and win America's wars. This is a
readiness issue. It is critical that we preserve
our ability to attract and retain the qualified
personnel whom we can develop into tomor-
row's leaders.

The well-being of our personnel affects the
Army's readiness through its influence on the
bond between leaders and subordinates.
Soldiers must trust that their leaders are
doing all that they can to sustain their well-
being and that of their families. With the

4
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security of knowing that their families "Above all, we must realize that no arsenal,
are provided for, our soldiers can focus

on their mission, Further, they arealso  OF N0 weapon in the arsenals of the world, is

more likely to remain with us, givingus g formjdable as the will and moral courage
greater ability to retain high-quality peo-

ple. In FY 2001, the Army continued to ~ Of free men and women. It is a weapon our

enhance the well-being of its members — aqyarsaries in today's world do not have."
through expanded educational opportuni-

ties, increased compensation, better President Ronald Reagan
healthcare, and improved housing.

It is essential that we have the best force possible to accomplish
our mission. We believe that better educated soldiers are more
competent and confident. Thus, during

FY 2001, we continued to invest in Army  "Platforms and organizations don't defend
University Access Online, or "eArmyU,"

a program that provides soldiers with this nation; people do."
100 percent tuition funding for anytime,

anyplace distance learning. Available at

Forts Benning, Hood, and Campbell, the

program also provides a technology

package of laptop computer, printer, and Internet service provider

account to enable soldiers to pursue post-secondary academic

degrees and certificates.

General Eric K. Shinseki
Army Chief of Staff

Compensation is also critical to a sol-
dier's well-being. Our people serve with
selfless devotion, but they should not be
expected to sacrifice the well-being of
their families in their service to America.
In January 2001, Congress provided a
much-needed 3.7 percent pay raise fol-
lowed by a one-time adjustment targeted
to mid-grade enlisted soldiers.

FY 2001 also saw improvements in our
provision of healthcare. With a few
exceptions, active duty families no longer
have to make TRICARE Prime co-pay-
ments for the care that they receive from Today's soldiers are well educated, fit, and ready for any challenge.
civilian providers. TRICARE Prime

Remote is furthermore being extended to family members who

choose to live with soldiers assigned to remote locations. We are

improving beneficiary education, in part through use of the

Internet, and have achieved 83 percent satisfaction with accessibil-

ity to care and 88 percent satisfaction with quality of care. The net

result for our soldiers and their families is lower out-of-pocket

expenses, increased benefits, and greater sense of well-being.
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Perhaps the most important quality-of-life issue, however, is hous-
ing. In FY 2001, we expanded our partnership with private indus-
try in a residential community initiative that secks to improve
Army housing by capitalizing on private sector expertise,
resources, and market-based incentives.

These and other factors contribute to our ability to attract and
retain high-quality people, and the results of our efforts in these
areas are encouraging. In FY 2001, for the second consecutive
year, we reached our recruiting goal, signing up 35,000 new active
soldiers and more than 41,000 Army Reservists. The improved
well-being of our soldiers and families, coupled with innovative
recruiting tools such as GoArmy.com and GoArmyReserve.com,
are helping to ensure that we maintain a high-quality force ready
to accomplish any mission.

".. at the battalion level and below, this js ~ Readiness
The Army's top priority is to maintain

where | see the heart of readiness. ... warfighting readiness. As our "go-to-war"

; force, the active component must be capable
Unless squaads and platoons and companies of undertaking immediate combat operations

can do what they need to do ... you're not anywhere in the world. Our ability to do this
ready."”

depends in large part on the nature of our
current engagements around the globe with
General Eric K. Shinseki  our allies, partners, and even our potential

Army Chief of Staff adversaries. Forward-stationed and forward-

deployed soldiers in the field advance

American interests and support theater
engagement plans while training for combat. These forces promote
stability, strengthen our nation's influence overseas, and facilitate
our access to trouble spots in times of crisis.

On any given day, the Army has over 125,000 soldiers and 15,000
civilian employees forward-stationed in more than 100 countries
around the world. In FY 2001, we deployed more than 27,000
additional soldiers on a daily average for operations and military
exercises in 70 countries. These soldiers and civilians are support-
ing assigned missions such as enforcing United Nations sanctions
against Iraq, conducting stability operations in the Persian Gulf,
and performing peacekeeping operations in Bosnia and the Sinai.

In instances where contingency operations become long-term com-
mitments, as has happened in Bosnia, our mission tempo, both
training and operational, can strain our forces. While we have
manpower shortfalls in our active component combat forces,
through our Manning Initiative we have successfully filled all per-
sonnel authorizations in our active divisions and cavalry regi-
ments. In FY 2001, we brought in more than 34,000 soldiers to
early-deploying units, those that most directly support the divi-
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sions in combat. As a result, these units are achieving higher readi-
ness, with some reaching the highest level of personnel readiness
(C1) for the first time in five years.

We arc nonetheless increasingly relying
on reserve component forces. As FY
2001 drew to a close, we had almost
2,000 National Guard and Army Reserve
soldiers serving in Bosnia, Kosovo,
Saudi Arabia, and Kuwait. To ensure that
the 1995 Dayton Peace Accords are not
violated, National Guard soldiers armed
with automatic weapons are, for the first
time, patrolling the Bosnian countryside.
A total of 176 infantry and armor sol-
diers from North Carolina's enhanced
30th Infantry Brigade and 170 infantry

] . '
SOl_dlerS from Oklahoma S.4Sth Infantry Members of North Carolina Army National Guard man a checkpoint in a mock Bosnia
Bngade are engaged in this very impor- town during a training exercise at Fort Bragg, North Carolina, in preparation for

A . . deployment to Bosnia.
tant duty, patrolling alongside active

Army soldiers of the 3rd Infantry Division from Fort Stewart,
Georgia.

Transformation
In 1990, Operation Desert Shield exposed an operational weakness
in the capabilities of the Army's heavy and light forces. Our heavy
armored forces, tailored for the Cold
War, were formidable on the battlefield,
but were slow to deploy to where they

"The dangers of this new century are quite

were needed. Our light forces could read- ~ dlifferent from the familiar dangers of the past

ily deploy to the battlefield, but when
they got there were not lethal or surviv-
able enough for modern, conventional
warfare. We faced a clear need to trans-
form into a more strategically responsive
force, able to get to any battlefield quick-
ly and able to dominate across the spectrum of military operations
when we get there.

century."”

To successfully address this need, we must transform the entire
Army, from installations to leader development programs. We will
change doctrine, training, leaders, organizations, material, and our
people. Everything will be impacted. Army Knowledge
Management (AKM) is a key initiative to meeting this challenge.
This comprehensive strategy to transform the Army into a net-
work-centric, knowledge-based force will result in decision domi-
nance by battlespace commanders and business stewards. It
emphasizes the enterprise management of the information technol-
ogy infrastructure in synch with the Global Information Grid, with

Thomas E. White
Secretary of the Army
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a view toward reducing the footprint and improving operations
through the use of best business and governance practices and the
emphasis on innovative human capital strategies. It is a key com-
ponent of Army transformation.

To achieve this transformation, we envision
the creation of and transition through three
forces: the Legacy Force, the Objective
Force, and the Interim Force (see figure 1).

Figure 1: Transformation Strategy

The development of the Objective Force is
our goal, but it is a long-term project. For the
next 10 to 15 years, it is the Legacy Force

§itqacinn

Fires : that will fight and win America's wars. The

N Legacy Force is a more capable force than

Fores ‘ i that which fought Desert Storm, enhanced by
e W e el », the modernization, when appropriate, of

obsolete equipment and the repair and refit of
aging equipment. New command and control
systems assist commanders to see, under-
stand, and act decisively on the battleficld. In FY 2001, the 4th
Infantry Division demonstrated the results of our efforts to digitize
our divisions; we will continue to digitize and upgrade selected
legacy units until transition to the Objective Force is complete.

The Objective Force, our ultimate goal, is a system of integrated
capabilities comprising space, air, and ground and direct and indi-
rect fire. It will be seamlessly connected with command, control,
communications, intelligence, surveillance, and reconnaissance. It
will make the fullest use of technology and organizational adapta-
tions to revolutionize our land-power capabilities. To accomplish
this transformation this decade we are applying AKM. This com-
prehensive strategy emphasizes the enterprise management of the
information technology infrastructure in synch with the Global
Information Grid, with a view toward reducing the logistics foot-
print and improving operations. We are seeking to establish inno-
vative partnerships with industry. Investment in the program is
more than $1 billion per year; monthly reviews by the Chief of
Staff monitor the potential returns on that investment and ensure
that resources are concentrated on the most promising programs.

The Interim Force will fill the gap identified during Desert Shield
until the Objective Force is fully fielded. Creation of this force
will require the establishment of between six and eight Interim
Brigade Combat Teams, equipped with more than 2,000 new Light
Armored Vehicles and a Mobile Gun System. The Interim Force
will ultimately serve as the vanguard of the Objective Force. Even
as the Interim Force is being put in place, we are continuing to
refine the doctrine, leadership training, and other elements neces-
sary to ensure its success on the battlefield.

8
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Sources of Funds

The Army's funding comes primarily from the Defense

Appropriations Act and the Military
Construction Act. In FY 2001, we used
our resources to maintain the progress
we recently achieved in readiness, quali-
ty-of-life programs such as housing and
education, and modernization. We main-
tained our legacy systems and provided
operational training that is unmatched
anywhere in the world. We also invested
in preparations for the future.

In FY 2001, we began the process of
transforming the Army into a force that
will be strategically dominant at every
point on the spectrum of operations. It is
through this investment that we seek to
assure the ability of the active compo-
nent, the Army Reserve, the National
Guard, and the civilian component of the
Army to accomplish all that will be
required of them in the future.

How the Organization Supports the
Mission

The Army is an organization of integrat-
ed headquarters, staffs, commands, and
units operating as a system to accomplish
its Title 10 functions. Because of the size
and complexity of the Army and its mis-
sion, it requires an approach that affords
flexibility to its separate parts while
enabling the leadership to retain com-
mand and control. The Army has three
distinct subsystems: production, combat,
and integrating. Each subsystem operates
within a given environment to assure
effectiveness.

The Production Subsystem

The Army is charged with forming
organizations of people and machines
"for the effective prosecution of war."
Primarily, the production subsystem sup-

ports the combat subsystem. Through a number of diverse organi-
zations, the production subsystem obtains the "raw materials" that
the Army needs, recruiting untrained people, searching for new

technologies, and dealing with the producers of required materiel.

Figure 2: Budget Resources {Current Year Dollars)
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At the 120th Adjutant General Battalion Reception Center, SSG Sonya Gomez checks
recruits’ records before the new soldiers join their basic-training companies.
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Other elements of this subsystem then convert these raw materials
into "intermediate goods." For example, training centers and
schools turn untrained people into tank crewmen, infantrymen, and
mechanics. Schools convert ideas and knowledge into doctrine,
tactics, and training methods to enhance the capability of the com-
bat subsystem. Laboratories, arsenals, and procurement and test

%a . i . . L Ak *‘

Members of the 501st MP Co. help an injured reporter after the town of Krivenik was

hit by mortar fire.

organizations convert technology and con-
tractor effort into weapons and equipment for
combat.

The two major components of the production
subsystem are the Training and Doctrine
Command and the Army Materiel Command.
The former produces the training, doctrine,
and tactics needed to fight and win America's
wars. The latter provides the materiel solu-
tions needed by the warfighting units of the
combat subsystem.

The Combat Subsystem

The combat subsystem converts the "interme-
diate goods" of the production subsystem into
the mission-ready units that will fight our
wars. It melds together individual soldiers,

pieces of equipment, and doctrine to produce combat readiness. It
stays abreast of potential threats and the needs of the unified com-
batant commanders to whom it provides ready forces.

Figure 3: Combat Force Stationing in FY 2001

Strategic Reserve
8 ARNG Divisions

Europe
1 Corps
2 AC Divisions

Pacific/Korea
2 AC Divisions

Contingency
2 Corps
4 AC Divisions

Rapid Regional Response
1 Corps
1 AC Division

Q
Reinforcing ) .
1 AC Division o7
15 ARNG Separate Brigades

The combat force structure is organized into
corps and divisions placed under the peace-
time command of the major Army command-
ers. The commanders are charged with keep-
ing their assigned forces ready to fight when-
ever and wherever needed. These corps and
divisions are either forward-deployed, pre-
pared for rapid response or contingencies, or
held for strategic reserve. Figure 3 shows the
stationing of our major combat forces.

The active, reserve, and civilian components
of the Army each play an integral part in
enabling the combat subsystem to accomplish
its goal of providing combat-ready forces. The
active component forms the nucleus of the
initial combat forces in a crisis. The reserve
components reinforce and angment the active

forces, either by unit or by individual replacements. The civilian
component complements this subsystem by providing critical sup-

port and sustainment.

10
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The Integrating Subsystem

The integrating subsystem ties the other two subsystems together and
decides what must be done to ensure that the Army can accomplish
its mission. Integration is the primary function of the Secretary of the
Army and of the Army Chief of Staff. The Honorable Thomas E.
White assumed duties as the 18th Secretary of the Army in May
2001; General Eric K. Shinseki has served as the 34th Chief of Staff
since June 1999. Together they lead the Headquarters Department of
the Army (HQDA) in ensuring that the major tasks required of the
Army are accomplished.

HQDA is composed of two elements: the Army Secretariat (the civil-
ian leadership) focuses on managing the business of the Army, and
the Army Staff (military leadership) is responsible for planning,
developing, executing, reviewing, and analyzing Army programs.

In performing its integrating function, HQDA determines the nature
of the Army's mission requirements in conjunction with the
Congress, the Department of Defense, and the other military servic-
es, and by assessing the nature of the threats faced by the nation.
HQDA then charts a course for the Army, securing the necessary
resources and allocating them to best accomplish the mission. HQDA
continually monitors the performance of the other subsystems and
effects change when performance does not meet requirements.

1
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Management Integrity

If we are to remain the best fighting force in the world, the Army
must maintain effective control over its resources. All commanders
and managers have an inherent management

. . control responsibility. We have evaluated our
"... [T]he stewardship of scarce public management controls and have found that,

resources is a bedrock principle. " except as indicated, we have reasonable
assurance that effective controls are in place.
Thomas E. White

Secretary of the Army  In the 18 reporting years of the Federal
Managers Financial Integrity Act, HQDA
reported a total of 224 material weaknesses.

At the beginning of FY 2001, we had only nine remaining identi-
fied material weaknesses. During the course of the year, one new
weakness was identified and one was corrected. We are now work-
ing to correct the final nine.

Corrected Weaknesses

Individual Augmentation for Contingency Operations

and Exercise Deployments
Previously, the Army could not tell how many people were
involved in individual augmentation missions, where they were, or
how long the mission was expected to last. Individual augmentees
often received late notification, and in the case of low-
density/high-usage personnel, were repeatedly tasked. Correcting
this weakness was important to improve our ability to take care of
our people.

Over the last two years, the Army has established an Individual
Augmentation Branch, established new policies and procedures for
conducting current operations, and activated a Worldwide
Individual Augmentation System. In June 2001, the U.S. Army
Audit Agency validated that this weakness had been corrected.
This marked an important step forward in the way that we take
care of people.

Continuing Challenges

We continue to work on correcting the remaining eight identified
material weaknesses. Below, we describe our efforts on the four
most significant ones.

Financial Reporting of Real Property and General
Equipment
The Army does not meet Federal Accounting Standards for finan-
cial reporting of real property (land, buildings, and structures) and
general equipment. To become compliant, Army records must cap-
ture the correct acquisition date and cost, which current Army sys-

12
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tems were not designed to do. Correcting this weakness will
require two major efforts. First, the costs recorded in Army equip-
ment and logistics systems must be validated and reported, and
where they are determined to be inaccurate, estimates of historical
costs and the associated accumulated depreciation must be devel-
oped and reported. The Army, as part of a Department of Defense
initiative, has been working diligently to determine the recorded
costs; validate the existence and completeness of all property
items; and, where costs are not recorded, develop reasonable esti-
mates of historical costs. This will help the Army establish proper-
ty, plant, and equipment values in accordance with generally
accepted accounting methods.

Second, a CFO-compliant system must be implemented for report-
ing. The Army is consequently implementing the Defense Property
Accountability System (DPAS) for reporting general equipment.
DPAS will replace existing non compliant systems and will bring
the Army into compliance with Federal Accounting Standards for
general equipment. For real property, the Army Office of the
Assistant Chief of Staff for Installation Management is assessing
options to cither modify or replace its current real property
accountability systems.

Failure to meet this standard for financial reporting does not mean
the Army lacks property accountability. However, the Army's
inability to identify an item's acquisition date and cost prevents the
computation of depreciation expense and the determination of
book value for financial reporting. These shortcomings are major
factors in our inability to obtain an unqualified audit opinion on
our annual financial statements. We anticipate correcting this
weakness for general equipment during FY 2002.

Pollution Prevention
The Army's pollution prevention program is not yet effectively
integrated into all Army mission areas. Pollution prevention must
be an integral part of the Army's acquisition and systems engineer-
ing processes, and all Army organizations must plan, program,
budget, and execute their portion of the Army pollution prevention
program. Our inability to meet these responsibilities properly has
resulted in a failure to identify pollution prevention requirements
and lost opportunities to resolve those requirements. Such opportu-
nities could reduce the costs associated with weapons system
acquisition, logistics, training, occupational health, safety, and
environmental contamination and restoration.

Opportunities also exist to achieve potential operational cost sav-
ings, to reduce health risks, and to reduce hazardous waste
streams. The future costs and potential liabilities associated with
environmental compliance and restoration are likely to increase if
these issues are not addressed and resolved.

13
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We are taking action to focus on the integration, across the Army,
of pollution prevention and on ways in which Army communities
can improve long-term cost avoidance through pollution preven-
tion. In FY 2001, we addressed the pollution prevention require-
ments defined in the Program Objective Memorandum to ensure
that our efforts to meet these requirements are adequately funded.
We also began to integrate pollution prevention fully in weapons
system development programs. Finally, we implemented a training
program within the Army Acquisition Corps to ensure that pollu-
tion prevention is fully considered as a way of avoiding unneces-
sary costs. We expect to correct this weakness in FY 2002.

Manpower Requirements Determination
The Army is working to establish effective manpower programs
for managing and controlling our Tables of Distribution and
Allowances (TDAs) workload, organizations, and manpower
staffing, including reductions in force. We are secking to link
workload, manpower requirements, and dollars so that we can reli-
ably predict future manpower requirements based on workload.
Once this has been successfully achieved, we will be able to pro-
vide managers with the information needed to improve work per-
formance and increase organizational efficiency, while better
determining and supporting staffing needs, manpower budgets, and
personnel reductions.

In FY 2001, we provided the Major Commands with the ability to

view their manpower and costing position via the Internet. We also

fully integrated workload-based military, civilian, and contractor

manpower requirements into the Total Army Analysis model. Most
of our work is completed, and we expect to
correct this weakness in FY 2003.

. = In-Transit Equipment Visibility
. Systems interface and logistics process prob-
lems cause a significant portion of the in-
transit records displayed by the Continuing
Balance System-Expanded (CBS-X) to be
invalid. The equipment involved is received
and reported as on-hand by the receiving
units, but the receipt transactions do not close
out the shipment (in-transit) records. As a
result, the Army lacks reliable data on the
value of equipment in transit, and the value
of in-transits reported on the Army's financial
i ; statements is misstated by a significant but
in total asset visibilty of goods  ynknown amount. Some units have also
experienced unnecessary delays when requi-
sitioning equipment because invalid in-transit records have caused
requisitions to be rejected.

R R ’ P
The Army is capitalizing on new technologies to maintai
while in transit.

14




General Fund

We plan to correct the identified process problems, and in so doing
to reduce error rates to an acceptable level. We will not aim for a
completely error-free posture, as we believe that any attempt to do
so would be neither practical nor cost-effective. We expect to cor-
rect this weakness in FY 2002.

Summary
The Army is aggressively seeking to identify material weaknesses
and to correct them. We recognize that an effective program for
reviewing and improving management controls is vital to good
stewardship. We take our stewardship responsibilities very seriously.
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"We must build ... a future force that is
defined less by size and more by mobility
and swiftness.”

President George W. Bush

1LT Steve Cunningham of the 9th Inf. crawls beneath barbed wire during training at
Camp Casey, Korea.

Future Financial Trends and
Business Events

As the Army transforms to a 21st-century force, we must face the
challenge of matching resources to requirements as we seek to
realize our vision for people, readiness, and transformation.

Emerging Challenges and Trends

The Requirements Gap
The requirements gap exposed in Desert Storm has yet to be cor-
rected. As Iraq overran Kuwait City and moved south to threaten

the airfields and ports that our heavy forces
would need in order to gain entry to the
region, we responded by sending a brigade of
light infantry to block Iraq's further advance.
This force lacked both a robust anti-tank and
artillery capability. It is not a battle we would
have designed. Iraq's heavy mechanized
forces were advancing against light infantry

because we couldn't get our own heavy, more lethal forces there
quickly enough. That condition has yet to be corrected.

The Army that fought Desert Storm is essentially the Army of
today. While it remains a magnificent army, it was designed for the

Cold War that ended more than10 years ago.
The missions that we must perform today
include the provision of humanitarian assis-
tance, the evacuation of noncombatants from
the most remote corners of the world, peace-
keeping, and the conduct of a major theater
war. This demands that we transform into a
flexible force that is light enough to get there
quickly, lethal enough to overwhelm any
enemy, and survivable enough to stay the
course.

High Operational Demands

The U.S. Army is the most capable army in
the world. The emerging requirement to
accomplish increasingly long-term contin-
gency missions will challenge the readiness
and tempo of our personnel and units, major
weapons systems, and infrastructure. We

have maintained the readiness of our forward-deployed and "first-
to-fight" forces at the expense of our non divisional and reserve
component units and the institutional Army. We expect that exces-
sive operational demands will continue to take their toll and will
force our continued reliance on the reserve component.
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Aging Work Force
The Army must transform its work force. An increasing number of
our civilian personnel are nearing retirement age, presenting a
problem that has been exacerbated by recent personnel reductions
and hiring freezes. Indeed, the hiatus of new civilian personnel
hires has created a shortage of civilians to fill the leadership posi-
tions that soon will be vacated by retirees.

Increasing Cost to Maintain Near-

Term Readiness '
The nature of our mission, to fight and
win America's wars, demands that we
maintain near-term readiness. This limits
our ability to recapitalize the force,
which in turn makes it difficult to main-
tain aging equipment to high readiness
standards. Since 1995, operations and
sustainment costs have risen by more
than 35 percent. Seventy-five percent of
our major combat systems will exceed
their design life by 2010. Thesc aging
systems must be maintained to ensure

near-term readiness, but the cost to main- ; : B i
tain them is rising as they break down 4th ID soldiers and equipment begin moving into the desert maneuver area at the

i National Training Center to begin battle.
more frequently and become more diffi-
cult to repair.

it N oY ] i ¥

Deteriorating Infrastructure
The need to maintain near-term readiness will also continue to put
pressure on our ability to recapitalize our aging facilities. We must
find ways to maintain, modernize, and transform the training plat-
forms and ranges that prepare the force; the depots and arsenals
that maintain and equip the force; and the power projection plat-
forms and information infrastructure that support the force when
deployed. Taking care of installation infrastructure is absolutely
essential to maintaining readiness.

We would prefer to divest ourselves of excess infrastructure and to
use the resulting savings to maintain critical facilities or fund other
priorities. Until we can do this, we will be forced to draw from our
training funds to sustain our facilities. We have an $18 billion
backlog of work for sustaining, restoring, and modernizing our
current facilities and a $25 billion deficit in unfunded new facility
requirements across the Future Years Defense Plan. Resolution of
this situation will require a long-term commitment to fully fund
sustainment and to focus restoration and modernization funding on
selected facility types.

17
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Business Initiatives

The challenges and trends described in the previous section do not
permit maintenance of the status quo. Without change, our current
programs will over time become more expensive to maintain. It is
essential that we transform our business practices to take care of
our people, to sustain readiness, and to complete our transforma-
tion into a force for the 21st century.

The Army has several business initiatives in place to introduce the
necessary changes. The Residential Communities Initiative (RCI),
for example, deals directly with our infrastructure challenges.
Even more sweeping is the ongoing effort to transform our logis-
tics processes. These efforts are vital to closing the requirements
gap and to reducing the cost of readiness.

In addition, Secretary White has established the Business
Initiatives Task Force to coordinate with the Department of
Defense and to identify improvement opportunities. We will, in the
coming months, be implementing several of the initiatives identi-
fied by this group.

Ongoing Initiatives

Residential Communities Initiative

Because housing management is not a core activity and because it

is readily found in the private sector, the Army is implementing an

aggressive program to attract private sector expertise and capital to

create modern residential communities and improve the quality of
Army family housing. Through the RCI, the
Army is leveraging appropriated funds and

"[Y]Jou have to decide what is core to the government assets by entering into partner-

i ships with private sector residential commu-
United States Army. ... Then you take all the ity development firms to obtain the finan-

non-core activities, just like you would in the  cial and management expertise necessary to
business world, ...and see if there is a value "4 replace, maintain and repair, and oper-
’ ate Army family housing. By leveraging the
proposition ... that you can get from the pri-  expertise and resources of our development
vate sector, so you can lay off the risks partners and by applying n.flarket:based incen-
tives, we expect to dramatically improve the
associated with non-core activities to the pri- well-being of Army families.

"
vate sector. The Army competitively selects private sec-
Thomas E. White tor partners that demonstrate the requisite
skills and experience in real estate develop-
ment and property management and that have
the appropriate financial capability. The
Army and its partners then negotiate a business plan for each spe-
cific RCI project, and set forth the terms of the developer's long-
term relationship with the Army. The plan defines the scope of

Secretary of the Army
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development, management processes, financial structure, and time-
line for improving residential communities. The partner assumes
ownership of family housing units and is responsible for operating,
managing, and renovating existing units and for constructing new
and/or replacement units, using processes and standards agreed to
by the Army. The partner's income on the project comes from rents
paid by military personnel from their basic allowance for housing.
A typical partnership agreement will be for a 50-year period.

The Army scoring/investment costs, when required, come from the
Family Housing Improvement Fund (FHIF). The Army transfers
funds to the FHIF from the Army Family Housing-Construction
appropriation after Congress approves the business plan. The RCI
program operations and implementation costs are paid from the
Army Family Housing-Operations appropriation.

Four pilot projects will privatize more than 15,000 family housing
units at Forts Carson, Hood, Lewis, and Meade. Forts Carson and
Hood have transitioned to privatized operations, and agreements
will be concluded at Forts Lewis and Meade in early 2002. The
Army has initiated 23 additional projects, with 53,000 housing
units to be privatized by 2002-2006.

Infrastructure Reduction and Replacement

The Army has excess infrastructure that is inadequate for mission
requirements. It also has significant requirements for modern infra-
structure to support a transforming force. Efforts to address this
challenge include programs to eliminate excess infrastructure, to
replace or refurbish infrastructure that no longer meets require-
ments, and to build infrastructure to meet new requirements.
Eliminating excess infrastructure will reduce the burden of facilities
maintenance and will support the provi-

sion of appropriate modern infrastructure

to improve the capabilities of the objec- Figure 4: BRAC Costs and Savings

tive force. Net Implementation Costs and Savings
ONE-TIME (FY90-03) se00
BRAC 88 1,342 -
BRAC 91 1,369

Base Realignment and Closure (BRAC) is
the most powerful tool for reshaping and
eliminating excess infrastructure. Having BRAC 93 285

X . BRAC 95 2,364 | oo
completed the actions authorized under $5,360M
the first four BRAC rounds, the Army is '
preparing to study and recommend addi-

COSTS

8
&

trreczait

tional actions with the BRAC authority

authorized by Congress beginning in FY ) FY90-03 ANNUAL RECURRING

2005. Since 1997, the annual recurring (9 | BRACS88 721 BRAC 88 260

savings from BRAC have exceeded the Z | BRACO1 1,181 BRAC 91 304

cost of implementing authorized actions. > | BRACO3 207 BRAC 93 68
:’t) BRAC 95 1,604 BRAC 95 313

The Facilities Reduction Program (FRP) $3,703M $945M

is another effective way to streamline
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Figure 5: Velocity Management

Velocity Management

A Process Improvement Program Based on
Best Business Practice

Army infrastructure. FRP aims to improve the utilization of per-
manent facilities, consolidate operations into the best facilities, and
dispose of the worst facilities. From 1992 to 1999, the Army dis-
posed of approximately 49 million square feet (MSF) of excess
infrastructure. FRP will eliminate an additional 13 MSF of excess
infrastructure by the end of FY 2003. The savings achieved
through both BRAC and FRP can help provide funds for other
programs.

Transforming Logistics

We are transforming Army logistics from a system based predomi-
nantly on redundancy of mass to one based on velocity, mobility,
and information. Our move to a Distribution-Based Logistics
System (DBLS) is one of our most important initiatives, represent-
ing a fundamental change in our approach to Jogistics manage-
ment. DBLS will comprise a set of reengineered processes, inno-
vative policies, and advanced information systems. The result will
be a seamless logistics system that relies on velocity and precision
to link readiness management, distribution management, and asset
management.

Velocity Management

Following a study of logistics management at Motorola and
Caterpillar, the Army adopted a commercial business practice
referred to as velocity management. This
practice uses a three-step methodology to
define an issue, measure performance, and
improve the process used. Our goal is to
improve the performance of our major logis-
tics processes, such as repair and supply, in
terms of speed, accuracy, and reliability. We

Optimize
the Entire ot
Supply Chain | "

A

Ji
»’f cafioie

Replace “II):I Better
Mountains” with

Precision, Speed,

and Accuracy

Cheaper

also expect to reduce costs.

Using velocity management, we are measur-
ing our performance to identify problem
nodes in the supply chain on which we can
then focus our improvement efforts.
Correcting these problems will enhance the
efficiency of the supply chain and will enable
us to supplant our reliance on supply mass
with fast and accurate issue information and
inventory levels. This will reduce costs and

Three-Step
- I Methodology

| Find and

Elmioate increase our mobility. Velocity management
Nonvalue has over the past decade enabled us to reduce
Processes

total inventory by more than 50 percent.

Improving Our Metrics
In the past, we measured the performance of the supply system in
terms of Order Ship Time (OST). This measured the time between
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when a Supply Support Activity initiated a demand to the time that
the Supply Support Activity received the item requested. It did not
account for how long the supply support activity took to process
the customer's request or how long it took the supply support
activity to deliver the item to the customer. Our new metric is
Customer Wait Time (CWT), which measures the amount of time
from the issuance of a customer order to the satisfaction of that
order. We will ultimately achieve the ability to measure perform-
ance wait time at every node in the supply chain and to measure
its impact on the repair cycle. By reducing CWT, we will improve
readiness.

The Army is also undertaking an Equipment Downtime Analysis
(EDA) to measure how the performance of each supply and main-
tenance node affects equipment readiness rates. EDA uses holistic
analysis of the maintenance system and supply chain to uncover
readiness issues. Ultimately, this too will allow us to focus our
efforts to correct those areas causing the greatest impact on readi-
ness. This will improve our ability to sustain readiness, while at
the same time reducing total support costs.

Improved Policies: Dollar Cost Banding

The Army requires more than 1.4 million repair parts to support its
equipment. Choosing the right mix to be stocked at each Supply
Support Activity has a major impact on the cost of readiness and
on our effort to increase mobility. In calculating which parts to
stock, the Army historically used the same criteria whether the
item cost $10 or $500,000. A study by the Rand Corporation
revealed that the majority of parts that resulted in deadlined equip-
ment cost less than $100. Under Dollar Cost Banding, the Supply
Support Activity can increase the stockage of these less expensive
deadlining parts while decreasing stockage of more expensive, non
deadlining items, and can do so without affecting the total cost of
repair parts inventory. In effect, the Army gets more readiness for
the same cost.

The results thus far have been encouraging in terms of both sup-
port and mobility. The 1st Corps Support Command at Fort Bragg
has expericnced a 176 percent increase in the range of spare parts
available; the 82nd Airborne Division at Fort Bragg has experi-
enced an 11 percent reduction in required storage space; and the
3rd Infantry Division at Fort Stewart experienced a 13 percent
increase in its order fill rate, thereby reducing customer wait time.

Web-Based Logistics

The Army envisions that the use of global Internet/intranet tech-
nology, and specifically the development of a single enterprise
database, will make our logistics business processes more effective
and efficient and will reduce process costs. Access to a unified
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database could provide real-time logistics information to managers
at all levels, thereby improving precision in the logistics support
arena. Our long-range objective is to integrate sustainment
providers and customers into a single system, through use of a
common, enterprise-wide data model in the Global Combat
Service Support-Army (GCSS-A) system and the Wholesale
Logistics Modernization Program (WLMP).

Army Knowledge Management

Army Knowledge Management is a strategy to transform the Army
into a network-centric, knowledge-based force. As such, it is an
integral part of Army Transformation. AKM will improve decision
dominance by warfighters in the battlespace and by business stew-
ards in our organizations and practices.

AKM includes the Army Knowledge Online (AKO) initiative to
provide a single point of access to Army data, information, and
knowledge. We are moving from decentralized C4/IT investment
management to an enterprise portfolio management focus, to cen-
trally manage more than $5 billion in annual IT funding. This cen-
tral focus began in 2001 and will improve each year as policies and
governance mechanisms are refined to ensure program integration,
implementation of best practices, provision of web-enabled busi-
ness solutions, and improved IT infrastructure management.

We will provide all soldiers, civilians, and appropriate contractors
with access to AKO and a single lifetime email address. By using
the AKO portal, this audience of 1.2 million people will gain
access to expanded educational opportunities, producing better
educated, more competent soldiers and civilians. Accessing the
global reach of the worldwide web will boost morale of our for-
ward deployed forces, and permit capturing and sharing the knowl-
edge of our aging work force. As newly web-enabled automated
systems come on-line, commanders will be able to access current
data on readiness, largely unreachable in conventional systems.
The portal is integral to web-based logistics transformation, pro-
viding a single access point to logistics data for forward-deployed
forces and enables access to CONUS resources and systems.

Business Initiatives Task Force Initiatives
Pooling Cell Phone Minutes
In many locations, each individual cell phone user is allocated his
or her own block of minutes, even though most users do not use all
their minutes. By pooling available minutes at the organization or
installation level, we expect to lower costs and waste fewer unused
minutes. This initiative has been tested at one Air Force installa-
tion, where the monthly savings approached $10,000. The savings
that this initiative is expected to make represent funds that can be
freed up for use on readiness of infrastructure support, at the discre-
tion of the local commander.
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Recovery Auditing

Recovery auditing is an initiative that addresses the issue of poten-
tial overpayments to contractors. It calls for civilian audit firms to
be hired to audit contracts for possible overpayments. The auditing
firm would be paid a percentage of all recovered overpayments. By
recovering such overpayments we can reduce the cost of near-term
readiness and of modernization; we can additionally apply the
recovered funds to other programs.

Web-Based Invoicing

This initiative addresses invoicing and payments associated with
government contracts, calling for the conversion from a paper-
based process to a web-enabled process. This would reduce pro-
cessing time; provide for more timely payment, thus reducing
penalties incurred by the government; and result in reduced operat-
ing costs from the Defense Finance and Accounting Service, which
charges less for electronic transactions than for paper ones.

Modified Waiver Procedures for Hiring Military Personnel
Statutes impose a 180-day waiting period before the Department of
Defense can hire retired military personnel. The waiting period can
be waived, but DoD policy is that waivers must be approved at
Major Command level. This proposal calls for a change in that pol-
icy to allow Service secretaries to delegate waiver authority as they
see fit, probably to installation level. This would provide a more
responsive system, able to hire qualified people who might other-
wise go elsewhere because of the delays involved. (This proposal
would not affect the legislative prohibition that addresses civilian
positions established within the last two years.) This would enable
us to bring in experienced and qualified leaders to fill the growing
gap caused by civilian retirements.

Through these initiatives and many others, the Army is seeking to
streamline the way it does business. By continuing to emphasize
initiatives such as these, the Army can improve its business effi-
ciency, freeing up resources that can be otherwise invested in peo-
ple, readiness, and transformation.
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Working Capital Fund

Working Capital Fund—Overview

The Army Working Capital Fund (AWCF) is an integral part of the
Army team, providing essential support services to the operating
forces of the U.S. Army. Since as early as 1870, the U.S. military
has used working capital funds to procure and provide materiel
and commercial goods and services to the operating force. Based
upon a private sector business model, the use of working capital
funds encourages business activities to function in a more efficient
and cost-effective manner and provides the flexibility needed for
the proper management of these activities as workload conditions
change. The AWCF activity groups are indispensable in ensuring
that the Army achieves its vision of being "persuasive in peace;
invincible in war."

Organization

The AWCEF is divided into four activity
groups: Supply Management, Army;
Depot Maintenance; Ordnance; and
Information Services. These activity
groups are assigned to the command and
control of the Army Materiel Command
(AMC), and are managed by one or more
of its six major subordinate commands
(Figure 6). The Army Materiel
Command, in turn, reports activities to
the Deputy Chief of Staff, Logistics
(DCSLOG) and to the Assistant
Secretary of the Army (Financial
Management and Comptroller)
(ASA(FM&C)). In addition, a corporate
board at the Department of Defense level :
maintains oversight of the DWCF func- nformation
tions. The Depot Maintenance Corporate Supply Management, Army
Board at Army level, looks at internal

Army policy and procedures for Depot L L |

Maintenance. The Army has an oversight
group, the AWCF Requirements Review
Group (ARRG) that reviews, evaluates,
and makes recommendations on policies, procedures, workloading
or related Army resource issues impacting AWCF activities and/or
their customers.

Figure 6. AWCF Organizational Chart

ASA(FM&C) |

DCSLOG

Army Materiel
Command

TACOM-RI
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=
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Activity Groups and Their Functions
The four AWCF activity groups provide logistical, maintenance,
munitions, and information services in support of Army readiness.
A description of each of these activity groups follows.
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equipment to the field.

Supply Management, Army
The Supply Management, Army (SMA) activity group purchases

The U.S. Army Communications—Electronics Command, supplies communication

and maintains materiel stocks for sale to its
customers, which are primarily Army organi-
zations. The operational readiness of the
Army, and in particular its warfighting units,
is contingent upon the availability of this
materiel. Any prolonged disruption of the
work of SMA would diminish the ability of
our forces to remain self-sustaining and
deadly on the field of war.

Implementation of the Single Stock Fund
(SSF) initiative created dramatic organiza-
tional changes in FY 2001. Under SSF, this
activity group now consists of a single
wholesale division subdivided by commodi-
ty, with major subordinate commands under
the U.S. Army Materiel Command managing
assigned stocks (Table 1). SMA also manages

critical war reserve stocks under Army control.

Table 1. Supply Management, Army Activities

Major Subordinate

Command

Activity Performed

U.S. Army Aviation and Missile Manages inventories of aircraft and
Command (AMCOM)

ground support items, as well as
missile systems items

U.S. Army Manages inventories of
Communications—Electronics communications and electronics
Command (CECOM) items
Warren - Manages inventories of
U.S. Army Tank and Automotive combat, automotive, and construction
Command (TACOM) - Warren and | items
Rock Island
Rock Island - Manages stocks of
weapons, special weapons, and
chemical and fire control items
U.S. Army Soldier and Biological Manages ground support item stocks

Chemical Command (SBCCOM)
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Depot Maintenance
The Depot Maintenance activity group maintains, repairs, over-
hauls, and upgrades weapons systems, including both major end
items and depot-level repairables. This B

activity group also stores and distributes
war reserve material and other selected
items, and provides support to other
working capital fund initiatives.

The Depot Maintenance activity group is
critical to readiness. The industrial capa-
bility provided by this activity ensures
that in times of crisis the Army has the
ability to repair warfighting equipment
quickly and either return it to use or hold
it in reserve for future use. The activity
group also partners with and competes
with private industry to deliver goods A
and services at the best value to the e ¢ . - )
forcc. Table 2 hs ts thc fiVC Army depots, eDglpj)igtm hgﬁlgnenance employees are put to the test to repair and maintain the Army’s
their locations, the type of work per-

formed by each, and the Major Subordinate Command of AMC

with overall management responsibility for each.

Table 2. Depot Maintenance Activities

Major

Subordinate
Command Location and Activity Performed

Corpus Christi

Corpus Christi, TX - Maintains, repairs, and
AMCOM overhauls rotary-wing aircraft, engines, and
components

Letterkenny
AMCOM Chambersburg, PA - Maintains, repairs, and
overhauls tactical missile systems

Anniston

Anniston, AL - Maintains, repairs, and overhauls
TACOM tracked combat vehicles; repairs self-propelled and
towed artillery; repairs generator and rail equipment

Red River
TACOM Texarkana, TX - Maintains and repairs light armored
vehicles and select missile systems

Tobyhanna

Tobyhanna, PA - Manufactures, maintains, tests, and
CECOM fields communications-electronics systems and
equipment; maintains and repairs missile guidance
systems
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Ordnance

The Ordnance activity group is managed by the Operations
Support Command (OSC) and the Soldier Biological and
Chemical Command (SBCCOM). It provides DoD with an indus-
trial capability to manufacture, renovate, and demilitarize materiel
and to produce and maintain munitions, large-caliber weapons, and
a full range of ammunition for the U.S. military and our allies. The

Table 3. Ordnance Activities

Pine Bluff Arsenal

Pine Bluff, AR - Primary materiel responsibilities include chemical, smoke,
incendiary, illumination, and other pyrotechnic munitions agents and mixes; chemical
defensive/protective items; test equipment; and other items, as assigned. Pine Bluff
also provides base support to tenants

Rock Island Arsenal

Rock Island, IL. - Primary materiel or industrial capabilities include weapons; artillery;
armament for tanks, personne!, and cargo carriers; and tools and tool sets. The
arsenal also provides base support to OSC, ACALA, DFAS (Defense Finance and
Accounting Service), Defense Reutilization and Marketing Service (DRMS), and
health clinics and smaller tenants

Watervliet Arsenal

Waterviiet, NY - Primary materiel or industrial responsibilities include mortars,
recoilless rifles, cannon for tanks and towed and self-propelled artillery, special tool
sets, training devices, and simulators. The arsenal also provides base support to
tenants

Crane Ammo Activity

Crane, IN - Produces and renovates conventional ammunition and related
components; performs manufacturing, engineering, and product assurance to
support production; receives stores; ships, demilitarizes, and disposes of
conventional ammunition. Crane is a tenant on a Navy Base; the Letterkenny
Munitions Center in Chambersburg, PA, is a cost center under Crane. Both centers
store, maintain, and distribute conventional ammunition

McAlester Army Ammo Plant

McAlester, OK - Produces, renovates, demilitarizes, and stores ammunition and
related components; loads, assembles, and packs conventional ammo, bombs,
warheads, and rockets; and manufactures wood and metal pallets. The plant also
provides base support to tenants. The Red River Munitions Center in Texarkana, TX,
is a cost center under McAlester—both store, maintain, and distribute conventional
ammunition

Blue Grass Army Depot

Richmond, KY - Stores, maintains, distributes, and demilitarizes conventional
ammunition; maintains and repairs chemical defensive equipment. The Anniston
Munitions Center in Anniston, AL, is a cost center under Blue Grass. Both centers
store, maintain, and distribute conventional ammunition

Sierra Army Depot

Herlong, CA - Supports Operational Project Stocks; stores, maintains, distributes,
and demilitarizes conventional ammunition

Tooele Army Depot

Tooele, UT - Stores, maintains, distributes, and demilitarizes conventional
ammunition
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Ordnance activity group operates three
arsenals, two ammunition plants, and five
ammunition storage depots and munitions
centers. With the exception of Pine Bluff
Arsenal, which is managed by SBCCOM
at Aberdeen Proving Ground, MD, the
Operations Support Command manages
all other activities. Table 3 lists the
names and locations of each of the
Ordnance installations and the type of
work they perform.

Information Services
The primary mission of the Information
Services activity group is to provide for

T j o, w.;‘

the development and sustainment of auto-  Through its vast array of manufacturing capabilities, the Ordnance activity group pro-
duces diverse ammunition systems.

mated information and communications
systems. Managed by the U.S. Army
Communications—Electronics Command
(CECOM), the activity group provides a
multitude of services, including require-
ments analysis and definition; system
design, development testing, intcgration,
and implementation support; and docu-
mentation of services. The group com-
prises four Central Design Activities
(CDA) and the Army Small Computer
Program (ASCP). ASCP provides cus-
tomers with fully competed commercial
sources of small and medium-size computers, software, network-
ing infrastructure, and support services. Table 4 lists each of these
installations, their location, and the type of work performed.

The Information Services group provides a multitude of support functions.

Table 4. Information Services Activities

Industrial Logistics Systems Center

Chambersburg, PA - Wholesale logistics (Depot Maintenance/Financial
Systems)

Logistics Systems Support Center

St. Louis, MO - Wholesale logistics (Supply/Financial Systems)
Software Development Center, Lee

Fort Lee, VA - Retail Logistics Systems

Software Development Center, Washington

Fort Meade, MD - Personnel/Retail Logistics Systems

Army Small Computer Program

Fort Monmouth, NJ - Provides commercial sources of automated data
processing equipment and software
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How the AWCF Operates

The Revolving Fund Concept
The Army Working Capital Fund is a revolving fund used to
finance the continuous flow of goods and services to its customets.
A revolving fund derives its name from the cyclical nature of its
cash flows.

The budgetary authority for activities funded through the AWCF is
derived from the fund's sale of goods and services to other busi-
ness activities within the Army. The AWCF prices its goods and
services to recover the full cost of providing
the good or service. In theory, the AWCF
should be structured to operate without loss-
es or profits. In practice, it is extremely diffi-
cult to plan and execute operations so that
the fund breaks even at year-end. Typically,
the annual operating results at year-end yield
either an operating loss or a profit. Prices are
then adjusted for subsequent periods to offset
either the gain or the loss, so that over the
long-term, the AWCF operates on a full cost
recovery basis. The activity groups use the
revenue generated from transactions with
their customers to pay wages, replace or pur-
chase additional inventory, and cover other
- 2 i related operating expenses. Thus, the AWCF
géSp. é‘;xrlr;n; ¢vggogn and Missle Command took control of the Corpus Christi Army becomes a self-sustaining activity. The busi-
ness-like practices of the AWCF encourage
efficiency and discourage wasteful or unnecessary procurements
by AWCF managers, as well as AWCF customers.

The AWCF Objective
The AWCF uses a private sector retail business model to provide
products and services to its customers. The primary objective of
using a working capital fund is to establish a customer-provider
relationship between military activitics and the AWCF activity
groups that support them. Because the cost of goods and services
consumed is ultimately borne by the customer, the customer is
responsible for determining support requirements and with critical-
ly evaluating the cost and quality of goods and services that are
provided by the activity groups. As such, the customer-provider
relationship creates a linkage between the level of support required
by military missions and the quality and quantity of the outputs
provided by the activity groups.

By passing the cost of goods and services to the customer, the
Working Capital Fund ties the funding of support activities to the
needs of the military missions. The activity groups must therefore
coordinate their inventory levels and labor requirements according
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to the needs of their customers' military missions. In so doing,
unnecessary inventory and nonessential labor can be reduced,
which in turn reduces the costs passed on to the customer.

Source of Funding
Generally, activity groups within a revolving fund receive their
initial funding through an appropriation or transfer of resources
from existing appropriations of funds. These capital resources are
then used to purchase the inventory needed to provide initial goods
and services to customers. Financial resources to sustain continu-
ing operations are generated from customer revenue throughout
the fiscal year. The table below provides the revenue amounts of
the AWCF's four activity groups over the past three years.

Table 5. AWCF Revenues by Fiscal Year

AWCF Revenues by Fiscal Year ($ millions)

FY 1999 FY 2000 FY 2001

Supply Management, Army $9,648.3 $9,995.9 $6,068.9
Depot Maintenance 1,500.1 1,291.8 1,434.7
Ordnance . 416.9 658.1 667.8
Information Services 121.5 134.5 97.8
Total Revenue $11,686.8 $12,080.3 | $8,269.2

Since the AWCF activity groups operate on a break-even basis
over the long term, customer rates are established annually at a
level that activity group management estimates will recover the
cost of products or services provided. Once established, rates are
stabilized (held constant) for the applica-
ble fiscal year. This stabilized rate policy
serves to protect the business activity's
customers from unforeseen cost changes,
and enables customers to plan and budg-
et for goods and services provided by the
AWCEF activity groups without having to
take into account the risk of a rate
change degrading their purchasing power over the year. This poli-
cy also reduces fluctuations in planned workload levels and per-
mits more effective use of the activity group's labor force. Gains
or losses in operations that occur as a result of variations in pro-
gram execution are generally reflected in adjustments to rates in
subsequent fiscal years. Occasionally, however, realized losses
may be funded by an appropriation, by a transfer from available
resources in another DoD account, or by a quarterly rate increase.
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Management Integrity

The fundamental stewardship responsibilities of AWCF manage-
ment are to provide proper stewardship of federal resources and to
ensure the provision of efficient, effective, and timely services.
AWCF employees must ensure that all resources are used efficient-
ly and effectively to achieve the maximum utilization of public
resources consistent with agency missions, in compliance with
laws and regulations, and with minimal potential for waste, fraud,
and mismanagement.

The AWCEF has a system of internal controls to assess its perform-
ance in meeting these responsibilities, and provides reasonable
assurance to the adequacy of control. However, our auditors have
uncovered weaknesses during previous audits of our financial state-
ments. Recently corrected weaknesses, as well as weaknesses that
continue to challenge us, are described in the following sections.

Continuing Challenges

Accounts Receivable
Inventory management personnel have the ability to access and
change—without the knowledge or approval of the Defense
Finance and Accounting Service (DFAS)—the accounts receivable
data in the Commodity Command Standard System (CCSS), the
automated system used to account for accounts receivable. While
inventory management personnel need to have access to and the
ability to change logistical data, the ability to change financial
accounting information directly, however, allows for data manipu-
lation and the production of unreliable financial data. Commodity
Command Standard System (CCSS) is currently being replaced by
a new system under the Wholesale Logistics Modernization
Program contract. Per the contract specifications, the modernized
system will be CFO-compliant. This will include adequate controls
on changes to accounts receivable.

Inventory and Related Property, Net
Inadequate internal controls continue to affect the reliability of
amounts reported for the Inventory and Related Property, Net
account. Reconciliation is a key internal control to make sure
transactions process to both the accounting and the logistical
records. However, reconciliations of accounting records with
logistical records were not conducted in FY 2001; instead, the
accounting agency accepted the logistical records as accurate and
adjusted the 30 September 2001 accounting records by about $3.9
billion to force records to agree.

In addition, complete physical inventories weren't conducted dur-
ing FY 2001. Since inventory values are used in computing the
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cost of goods sold for the Statement of Net Cost and are reported
on the Balance Sheet, the lack of a complete inventory may con-
tribute to material misstatements in inventory values. Complete
physical inventories are a key internal
control to make sure that inventory quan-
tities and values are reliable.

The Army is taking steps to ensure that
both the logistics and financial records
are improved. As stated in the audit,
problems within these processes have
been documented in a remedial action
plan, and the Army is moving forward to
ensure that the Wholesale Logistics
Modemization Program (WLMP) does
not duplicate the problems. Additionally,
an integrated process team is working to
reconcile and cleanse the Commodity
Command Standard Systemn (CCSS)
databases before it transitions to WLMP.
This IPT effort is scheduled to begin in
mid-October at the Communication and
Electronics Command (CECOM).

Inventory In Transit
The Army continues to have inadequate
controls over inventory items in transit.
Inventory in transit could not be verified
due to the lack of sufficient audit trails
and computed balance issues. In addition,
due-in records for shipments from con-
tractors were not properly closed out in
the Commodity Command Standard
System. The primary problem affecting
the accuracy of in transits is that
Commodity Command personnel do not - ‘ -’ -
ade quat Cly research and correct contrac- ﬁttxgg:gisoggi‘nggoigzge&gg;-rai!‘beds for transportation to Bosnia in support of the
tor shipment notices that have been
rejected by CCSS. As such, Commodity Command personnel are
ultimately forced to resolve uncleared due-in records during the
contract closeout process, or to process dummy receipt transac-
tions manually to correct rejected contractor shipment notices.

Accounts Payable
Accounts payable transactions rejected in CCSS were not properly
researched and corrected. Accounts payable balances were unrec-
onciled. In addition, aged accounts payable-public balances were
not verified, raising questions as to their accuracy
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The Army and the Defenses Finance and Accounting Service have
been working together to ensure that the accounts payable balance
is accurate. The Army issued procedural guidance on January 5,
2001, to ensure that rejected accounts payable are researched and
corrected.

Equity Transactions
Inadequate controls exist to ensure that equity transactions affect-
ing the Statement of Changes in Net Position are properly support-
ed. For example, supporting documentation for some transactions
that were automatically generated by the CCSS could not be
found. In addition, disclosure could not be provided as to why the
transactions occurred, nor as to whether or not charges were made
to the fund equity account.

The Army recognizes the limitations of the obsolete technology
currently used in the Commodity Command Standard System. The
Wholesale Logistics Modernization Program is a modern solution
sct designed to address this particular shortcoming as well as oth-
ers based on the CCSS technology and business processes.

U.S. Standard General Ledger at the Transaction Level
The Office of Management and Budget requires federal agencies
to implement the U.S. Standard General Ledger in their financial
systems. Current guidance mandates that the general ledger be
implemented at the transaction level. While federal agencies are
permitted to supplement their application of the general ledger to
meet agency-specific information requirements, the supplement
must maintain consistency.

The Army acknowledges that its financial management systems
have significant procedural and systemic deficiencies, and has
included discussions of those deficiencies in previous annual
assurance statements and in management representation letters.

The Army has contracted to have the Commodity Command
Standard System and the Standard Depot System replaced under
the Wholesale Logistics Modernization Program. The new system
will include the U.S. Standard General Ledger required by the
Office of Management and Budget.
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Management Initiatives

Single Stock Fund

Described by the Chief of Staff, Army as a fundamental element of
the Army's Revotution in Military Logistics, the Single Stock Fund
is a Headquarters, Department of the Army
business initiative designed to improve
logistics and financial processes in the
Army Working Capital Fund, Supply
Management (AWCF-SMA) activity
group. SSF represents one of the most rev-
olutionary developments in the logistics
arena of the past quarter century.

The Single Stock Fund merges existing wholesale and retail ele-
ments of the AWCF-SMA into a single, centrally managed fund,
thereby streamlining current operations and eliminating inefficien-
cies such as multiple points of sale and credit, duplicate
ledgers/billing accounts, and duplicative automated systems man-
aging the same inventory.

The Vice Chief of Staff, Army approved the SSF Campaign Plan
in November 1997. On 18 October 2000, the Army approved
implementation of the first two stages, Milestones 1 and 2. This
implementation, completed in April 2001, involved capitalization
0f 91,000 lines valued in excess of $489 million of secondary item
inventory, comprising $451 million of former Retail Stock Fund
items and $38 million of former Operations and Maintenance
Army retention stocks, into the AWCF-SMA. In this process, 49
retail stock fund general ledgers were closed, with Army Working
Capital Fund general ledger accounting now being performed by
the Army Materiel Command. The tentative target date to begin
implementing Milestone 3, which will extend SSF to the tactical
supply support activities, is Jun 2002. Contingent upon successful
execution of a ficld verification of the Milestone 3 functionality,
we anticipate an Army leadership direction to implement
Milestone 3 Army-wide in Oct 2002.

Wholesale Logistics Modernization Program

The business processes used for the work-
ing capital fund have not changed signifi-
cantly in the last three decades. As a result,
logistics processes have become outdated
and costly to maintain. The Wholesale
Logistics Modernization Program was thus
devised to improve the agility, reliability,
and responsiveness of the AWCF activities.
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Through adoption of private sector supply chain and financial
management best practices, WLMP will improve force readiness
and mission performance, take advantage of efficiencies in sys-
tems operations, improve system maintainability and adaptability,
and provide full asset visibility through the integration of logistics
and financial data, giving the AWCF an integrated cost accounting
system. Through the DFAS Corporate Information Infrastructure
(DCII) environment, WLMP additionally will interface with DoD-
wide USSGL data to improve accounting and finance reporting for
AMC at the AMC, Army, and DoD levels of interest. This is just
one illustration of how the Army is progressing toward the use of
transaction-driven, USSGL-based accounting systems.

When fully implemented, WLMP will provide a single point of
entry for the recording, reporting, and analysis of inventory and
related financial data, directly addressing an identified internal
control weakness cited in the Army's FY 2000 financial state-
ments. The modernization program will provide a financial infor-
mation management system while simultaneously providing the
logistics community with easy access to online, real-time informa-
tion at a detail level low enough to enable data to be summarized
and sorted. Managers will be able to use these data to perform
such functions as Activity-Based Costing and bringing financial
data for the AWCF under general ledger control.

Army Workload and Performance System

At the core of any successful organization are its people. The
Army Workload and Performance System is a human resources

tool designed to analyze workload and to ensure the efficient allo-
cation of resources across the AWCF. Composed of three modules
(Performance Measurement, Workforce, and Workload), AWPS
has the ability to store information on the
skills available within the resource pool and
f on attrition, labor expenditures, performance
data, and work schedules. The system allows
managers to use these data to compare actual
Army Worklioad & performance and cost against a planned level,
P&rfom\ance Systeim to develop workload forecasts, and to match
workforce levels with workload. In addition,
AWPS allows managers to create potential
future scenarios within the system, allowing
users to observe the effects of changes such as Base Realignment
and Closure actions or workload increases.

As a result of having implemented AWPS, the Army is better able
to estimate and schedule workflow, to monitor performance
against projected levels, to control the overhead associated with
the products and services provided by the AWCF, and, most
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important, to improve responsiveness to customer requests. By
taking advantage of the efficiencies inherent in a workload-based
system, AWPS contributes to the provision of agile, more respon-
sive support for the warfighter.
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Civil Works Fund—Overview

The U.S. Army Corps of Engineers has
served our nation, through peace and
war, for more than 200 years. The Corps
traccs its origins to the construction of
the fortifications at Bunker Hill in 1775,
service in the Revolutionary War, and
then peacetime service opening the
Western frontier. Over time our military
and civil missions have evolved and con-
tinue to evolve to meet the needs of the
nation. Today the civil mission includes
development and management of naviga-
tion, flood and coastal shore damage
reduction, environmental protection and
restoration, hydroelectric power, recre-
ation, water supply and emergency man-
agement programs.

Bob Chapman of the Corps of Engineers Fort Worth District works at "Ground Zero."
Throughout its history, the Civil Works Personnel of the U.S. Army Corps of Engineers were at Ground Zero just two hours

Program has depen ded on the expertise of after the hijacked airliners struck the World Trade Center.
its people to evaluate, facilitate, advise, develop, operate, and man-

age civil works projects. At all times we seek to deliver the best pos-

sible return on taxpayer investments. With approximately 25,000

employees performing civil works duties, we are the engineer team

of choice for public engineering.

Mission and Organization The Civil Works Mission

Mission
The Civil Works mission is constantly The Civil Works mission is to contribute to the
evolving to answer the changing needs of | national welfare and serve the public by provid-
the nation. ing the nation with quality and responsive
Developing and Managing Water ® development and management of the
Resources nation's water resources
Our original civil mission related to . .
developing and managing water ® protection, restoration, and management of
resources was to support navigation by the environment

maintaining and improving water chan-
nels. In 1824, a series of laws authorized

the Corps of Engincers also to improve ® engineering and technical services in an
;‘J‘.fet?' on t(l;e. 011191(1)72111;3 l\éllssﬁsg’p‘ | environmentally sustainable, economically
tvets, ancin 1917 the kood Contro and technically sound manner through part-

Act established our rolc in flood damage nerships and the project management busi-
reduction. The Rivers and Harbors Act of
NEess process.

1909 authorized the consideration of var-
ious water uses including hydroelectric

. Al

@ disaster response and recovery
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A park ranger emphasizes safety at the John Day Dam,

Oregon.

power generation in the planning, designing, and construction of
water resource development projects. The passage of the Flood
Control Act of 1936 gave the Civil Works Program the responsi-
bility for providing flood protection for the entire country.

Recreation was added to the Civil Works
portfolio by the Flood Control Act of 1944,
which authorized the provision of recreation-
al facilities at reservoirs. The River and
Harbor Flood Control Act expanded this
authority in 1962, providing authority to
build, where feasible, recreational facilities
as part of all water resource development
projects.

Another aspect of water resources manage-
ment is that of water supply. The changing
role of the Civil Works Program in water
supply has been directed by a series of Water
Resources Development Acts. The Water
Supply Act of 1958 gave Civil Works the
authority to include water storage in both
new and existing reservoir projects for municipal and industrial
uses at 100 percent non federal cost.

Protecting, Restoring, and Managing the Environment
Our role in environmental protection was first outlined by the
Rivers and Harbors Act of 1899, which required Civil Works to
prevent the obstruction of navigable waterways. As concerns over
the environment grew in the late 20th century, the Clean Water Act
of 1972 greatly broadened this responsibility by providing authori-
ty over dredging and filling in "the waters of the United States,"
including the filling in or destruction of wetlands. Our environ-
mental responsibilities were further broadened by new legislation,
introduced in 1986, that expanded our traditional environmental
mitigation activities at new and existing projects to include the
enhancement and restoration of natural resources at our projects
and in areas not directly tied to our projects. This new legislation
made providing environmental protection one of the primary mis-
sions of our water resource development activities.

Responding and Assisting in Disaster Relief

Throughout its history, America has relied upon the Civil Works
Program to respond to its needs in times of national disaster. Such
response is now provided under two basic authorities: the Flood
Control and Coastal Emergency Act (P.L. 84-99, as amended), and
the Stafford Disaster and Emergency Assistance Act (P.L. 93-288,
as amended). Under P.L. 84-99, we have direct authority to pro-
vide emergency assistance during or following flooding events to
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protect lives, public facilities and infrastructure. Under the Stafford
Act, the Civil Works Program supports the Federal Emergency
Management Agency in carrying out the
Federal Response Plan, which calls upon
26 fedcral departments and agencies to
provide coordinated disaster relief and
recovery operations. OQur primary respon-
sibility for emergency relief and recovery
operations is to provide public works and
engineering support.

Providing Engineering Support and
Technical Services

In Title 10 of the U.S. Code, The Armed
Forces, Congress expresses its intent that
the Civil Works Program provide servic-
es to other federal entities, states, or local
governments on a reimbursable basis.
This is further outlined in Title 33,
Navigation and Navigable Waterways.
The Civil Works Program is authorized to perform work on flood
control, the improvement of rivers and harbors, research, and in
support of private engineering and construction firms competing
for or performing work outside the

United States. The Civil Works program Figure 7. FY 2001 Appropriations for Business Programs’

must be reimbursed for all such work
and it must determine that such work is
in America's best interests.

The Business Programs' Support
of the Mission
The Civil Works Program has estab-
lished nine business programs to accom-
plish the four components of its mission.
Each business program specifically

Y B “Mem—— R
Fighting the flood in Fort Wayne, indiana.

29%

addresses a single mission component, B Navigati

. avigation
but all also poptrlbute to one or more of Hydropower
the other mission components. The rela- W Environment
tive size of each business program is B Recreation

M Flood & Coastal Storm Damage Prevention

M Regulatory
f Emergency Management
1 water Supply

shown in figure 7.

'The Support for Others Business Program is not depicted because it is not funded

with appropriated funds.

Developing and Managing Water

Resources

Five of the nine business programs address the development and
management of water resources.
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Mission: Development and Management of
the Nation's Water Resources

Business Programs
® Navigation
® Flood and Coastal Storm Damage Reduction
@ Hydropower
® Water Supply
® Recreation

A container vessel navigates the Kill Van Kull channel as it passes under the Bayonne

Bridge, New Jersey. The Corps has deepened this channe! to accommodate modemn
shipping vessels.

Navigation

The Navigation business program is responsi-
ble for providing safe, reliable, and efficient
waterborne transportation systems for the
movement of commercial goods, for national
security needs, and for recreation. The pro-
gram seeks to meet this responsibility
through a combination of capital improve-
ments and the operation and maintenance of
existing infrastructure projects. The
Navigation program is vital to the nation's
economic prosperity: 98 percent of America's
international trade moves through our ports,

and 20 percent of American jobs depend to some extent on the
commerce that moves through these ports.

The Civil Works Program operates and main-
tains 12,000 miles of inland waterways, 235
locks, and 300 commercial harbors. Inland
waterways provide a highly fuel-efficient
mode of transportation, able to move more
than 500 ton-miles per gallon of fuel com-
pared to the fewer than 400 ton-miles per gal-
lon that rail transportation achieves. This
translates to an annual saving of $7 billion in
transportation costs. Every dollar invested in
improving our navigation infrastructure
results in a better than $3 increase in GDP.

In FY 2001, this $1.9 billion program
accounted for 40 percent of the Civil Works
budget.

Flood and Coastal Storm Damage
Reduction

This business program is aimed at saving
lives and reducing the property damage
caused by floods and storms. The Civil
Works Program provides 8,500 miles of
emplaced levees and dikes, 383 reservoirs,
and more than 90 shore protection projects
along 240 miles of the nation's 2,700 miles of
shoreline. With the exception of the reser-
voirs, most of the infrastructure that we con-
struct under this business program is owned
and operated by the sponsoring cities, towns,
and agricultural districts.
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The Flood and Coastal Storm Damage Reduction business pro-
gram has compiled an impressive record of performance. In 1991-
2000, the United States averaged $4.5
billion in property damage from floods
each year in unprotected areas. In con-
trast, Corps projects prevented $20.8 bil-
lion in average annual damages over the
same time period in protected areas.
Through FY 2000, the nation had invest-
ed $43.6 billion ($122 billion, adjusted
for inflation) in flood damage reduction
projects, and has successfully prevented
an estimated $419 billion ($709 billion,
adjusted for inflation) in flood damage.
Adjusted for inflation, these figures show
a return on investment of more than $6 in ; )
damage prevented for each dollar spent. A Corps-led sandbag operation in Portland, Oregon.

In FY 2001, this $1.4 billion program accounted for 29 percent of
the Civil Works budget.

Hydropower
Some of the Civil Works projects built for navigation and flood
control have the additional benefit of providing hydroelectric
power. This is in keeping with Civil Works policy and with the
congressional direction to maximize public benefits in all projects
for all desirable purposes, including
power generation. The Civil Works
Program operates and maintains 75
power plants, mostly in the Pacific
Northwest, generating about 24 percent
of America's hydroelectric power. The
program is the country's largest producer
of hydroelectricity. Hydropower is a low-
cost, renewable power source that pro-
duces none of the airborne emissions that
contribute to acid rain or the greenhouse
effect, leading many to view it as the
least environmentally disruptive source
of electric power.

In FY 2001, this $215 million program '
accounted for 5 percent of the Civil Turbines inside the Bonneville Dam powerhouse, Oregon.
Works budget. In FY 2000, the Federal

Power Marketing Agencies returned $444 million to the U.S.

Treasury from power sales (FY 2001 figures were not available at

the time of printing).
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Water Supply

I‘(\iri?ni view of the Dworshak Dam on the North Fork of the Clearwater River in northern
aho.

Rafting at Lost Creek Dam.

The Civil Works Program has 167 projects with municipal and
industrial water supply as an authorized purpose. We supply water

to 10 million people in 115 cities, including
some of America's largest metropolitan areas,
such as Washington, D.C. Atlanta, and
Dallas-Fort Worth. In arid parts of the coun-
try, we have 62 projects that have irrigation
as an authorized purpose. Many of these
projects serve flood control, navigation, and
hydroelectric as well as irrigation purposes.

In FY 2001, this $35 million business pro-
gram accounted for 0.7 percent of the Civil
Works budget. Although it has a relatively
small budget, the value of the water that the
program holds is significant. Approximately
6.3 million acre feet of storage are under
contract for municipal and industrial purpos-
es and is valued at about $1 billion over the
50-year life of the water supply contracts.

Recreation

Operating more than 4,000 sites at 456 water
resource projects in 43 states, the Recreation
business program is one of the primary points
of contact between the Civil Works Program
and the American people. The program deliv-
ers an excellent return on investment, in
financial terms as well as in terms of the
recreation facilities it provides. It supports
500,000 full-time or part-time jobs and gen-
erates annual visitor recreation-related spend-
ing of $15 billion.

In FY 2001, this $262 million program
accounted for 6 percent of the Civil Works
budget.

Protecting, Restoring, and Managing the Environment
Our business programs all address environmental issues, but two
are focused specifically on our mission to protect, restore, and
manage the environment.
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Environmental Protection, Restoration, and Management
This evolving and growing business program emphasizes environ-
mental stewardship, ecosystem restora-
tion, mitigation, environmental compli-
ance, and research and development.
Responding to the growing national

Mission: Protection, Restoration, and
Management of the Environment

demand for restoration and protection, Business Programs
the program's work takes many forms, ® Environmental Protection, Restoration, and
ranging from monitoring water quality at Management

dam sites to operating fish hatcheries
with the states to restoring the environ-
ment at the sites of earlier projects. Since
1998, we have added more than 120,000
acres of aquatic, wetland, and floodplain
ecosystems to America's natural habitats.

® Regulate the Work of Others

In 1997, the Civil Works Program took
over from the Department of Energy the
Formerly Utilized Sites Remedial Action
Program, which mandates the clean up of
former Manhattan Project and Atomic
Energy Commission sites. The transfer of
this program to Civil Works capitalizes
on our experience gained in cleaning up
former military sites and hazardous waste
sites under the Environmental Protection e L e A
Agency's "Superfund” program. Work Formerly Utilized Sites Remedial Action Program. Groundwater sampling for radioac-
. Y tive materials, Wayne, New Jersey.
under the program is ongoing at 46 loca-
tions in Missouri, Illinois, Ohio, Maryland, New Jersey, New
York, Connecticut, Pennsylvania, and Massachusetts.

In FY 2001, this $684 million program accounted for 15 percent of
the Civil Works budget.

Regulate Dredging and Filling in the Waters of the United States
This business program seeks to use a permit process to protect the
aquatic environment. The approximately 1,100 Civil Works staff
who are engaged in this program have seen a 50 percent increase
in permit actions since 1994, but despite this have continued to
exceed the goal of processing 85 percent of permit requests within
60 days.

In FY 2001, this $129 million program accounted for 3 percent of
the Civil Works budget.

o Ml




United States Army Annual Financial Statement Fiscal Year 2001

Responding and Assisting in Disaster Relief
The Civil Works mission to respond to disasters and assist in dis-
aster recovery is accomplished through the

Business Program

® Emergency Management

Mission: Disaster Response and Recovery

Emergency Management business program.

Emergency Management

In a typical year there are 30 presidential dis-
aster declarations demanding a response from
the Civil Works Program. It is often difficult

B ncta. wadd

s

attack. (Photo by Andrea Booher/FEMA News photo)

i

Staten Island, New York, October 16, 2001. David Leach of the Army Corps of
Engineers explains to Ted Monette, FEMA federal coordinating officer, the process for
handling debris being removed from Ground Zero to the landfill. By mid-October 2001,
approximately 10 ton of debris were being processed daily for evidence related to the

to know more than a few days in advance
when a hurricane or other natural disaster will strike, and in the
case of a man made disaster, like the events of September 11,
2001, there may be no notice at all. We have implemented
"Readiness 2000," a unified and integrated corporate planning
project, to raise our responsiveness to the
highest possible levels. While predicting
impending disasters can be difficult, the
returns on investment in emergency pre-
paredness can nonetheless be dramatic.

In FY 2001, the Corps of Engineers respond-
ed to an ice storm, a tropical storm, floods,
an earthquake, and terrorist attacks. The
Corps provided emergency power and drink-
ing water after the Oklahoma ice storms and
technical assistance after the Nisqually earth-
quake in Washington State. When the
Mississippi began flooding crops and homes,
seven districts fought the flood by building
emergency levees, raising or strengthening
others, and providing 5 million sandbags.

Following the terrorist attack on the World

Trade Center in New York, the Corps sup-
ported urban search and rescue efforts, conducted structural assess-
ments, installed generators to help restore power to the city's
financial district, performed emergency dredging operations, and
managed landfill operations to facilitate recovery activities and
evidence gathering. We also provided technical assistance for
debris removal operations and provided Deployable Tactical
Operation Systems to the city for use as Command and Control
centers at the site of the attack.

In FY 2001, this $58 million program accounted for 1 percent of
the Civil Works budget. In addition, our reimbursable work per-
formed for FEMA amounted to $44 million. It should be noted
that the incurrence of disaster response and recovery expenditures
related to the events of September 11th and our response will be
most evident in the FY 2002 financial statements.
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Providing Engineering Support and Technical Services
The Civil Works mission of providing engineering support and
technical services is largely accomplished through our Support for
Others business program.

Support for Others

The focus of this business program is to
provide support primarily for government
agencies. The program acknowledges

Business Program
@ Support for Others

Mission: Engineering and Technical Services

that the primary source of support for
state and local governments is private firms. The Support for
Others program provides for the in-house engineering needs of
government programs through planning, design, and construction
support; technical oversight; and contract management

The Support for Others business program allows for centralized
management of all reimbursable work performed within the
United States or abroad. By assisting the performance of the pri-
vate firms that conduct the majority of the work undertaken in
support of government projects, our staff can gain valuable techni-
cal and project management experience, thereby strengthening our
ability to perform Civil Works missions.

Table 6. FY 2001 Business Program Appropriations
(Dollars in Millions) (May not add due to rounding)

The Support for Others program is fund-
ed on a reimbursable basis, receiving no

. . Busines Programs
appropriated funds. In FY 2001, funding L — =
rqe . To
amounted to $740 million, in support of 8% 5 . £ 5 z
. . c 1 = =%
more than 60 government agencies in g 988 & ¢ £ 3 s = & g8
. . o =1 = o o -
South America, Eastern Europe, Asia, £ 358 S g o “E’§ 8 ;&3 %2 ¥
. z Lwa by w w £

and the Pacific. Fund Source

fhvesty $40| $60| 1 $45 | $2 | 85| 87 $160

nvestigation

Sources of Funds .
. .. eneral
Funding for the Civil Works Program Construction 572| 690 58 390 8 1,718
comes from a number gf sources. The OaM 1223| 290 | 149 71 4| 240 1683
primary source of funding is the Energy Regulatory
and Water Development Appropriations Program $125 125
Act. Additional funds come from cash Flood Control,
contributions from nonfederal project 'f&mfe}s;ﬂfss fopt River 285 10 27 350
sponsors and from reimbursable agree- Flood Control
i & Coastal

ments to provide support for others. The e s 5 50
Inland Waterway Trust Fund and the e " w0
Harbor Maintenance Trust Fund also
generate funding. Table 6 summarizes Efgj,:i'es c2| sl 7] 4| 21 2| el 1 151
FY 2001 appropriations. Appropriations $1,934 $1,370 $215 $120 $684 §$58 $262 $35 $0 $4,687
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Organization

How the Organization Supports the Mission
The Civil Works Program comes under the direct authority of the
Assistant Secretary of the Army for Civil Works (ASA (CW)),
who has the principal responsibility for the functions of the
Department of the Army relating to all
aspects of the Civil Works Program.
— Appointed by the President and confirmed by
( Asacw | the Senate, the ASA (CW) is charged with
)v developing, defending, and executing the

Civil Works legislative and financial program
Chlef of
Engmeers

_ ' and budget. The current ASA (CW) is the
f The Divisions ’ Honorable Mike Parker, who assumed his
‘ g duties in October 2001.

Figure 7. Civil Works Organization

Dnrector The Chief of Engineers is also the
of CW Commander of the U.S. Army Corps of
—————/ Engineers, which executes the Civil Works

Program. The Chief of Engineers defines pol-
icy as promulgated by the ASA (CW), and

( Progrem ) ( ruingn Engnesmmg cromirs directs the Civil Works Program according to

Mowon Polcy Dn ) ) ( Ovison ) that policy. Lieutenant General Robert B.
Flowers has been serving as the 50th Chief
of Engineers since October 2000.

The Chief of Engineers relies upon the Director of Civil Works to
execute the Civil Works Program on a day-to-day basis. Directing
four divisions—Program Management,

Figure 8: Project Development Process Planning and Policy, Engineering and

Water Resources Par ; Construction, and Operations and
urces Partnership Maintenance (O&M)—the Director of Civil

Army Corps of ;; O ERNILERY  Works provides the policy and oversight to
Engineers \ . .
Water Resources enable the Corps' major subordinate com-
Problems and Opportunities manders and district commanders to success-
fully carry out or conduct the five phases of a
Civil Works Project.

The Five Phases of a Civil Works
Project

Reconnaissance. The Planning and Policy
Division provides the policy that governs the
Reconnaissance Phase. During this phase, the
project development team identifies problems
and potential solutions, or define projects to
address specific public needs. While all proj-
ects have a reconnaissance phase in which
the initial definition of the follow-on work is
developed, only 16 percent of reconnaissance studies result in
actual construction.
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Feasibility. Once the initial definition of the follow-on work has
been developed, projects enter the Feasibility Phase. Again, the
Planning and Policy Division provides policy guidance for the
conduct of feasibility reports. In this phase, the project develop-
ment team seeks to formulate a solution based on the initial find-
ings disclosed in the Reconnaissance Report, evaluating potential
solutions compared to costs and benefits, preparing initial designs,
and recommending a plan to solve the problem at issue. The
phase concludes with a decision on the product to be designed
and constructed.

Preconstruction Engineering and Design. Once the studies are
completed and a feasible product has been decided upon, the proj-
ect enters the Preconstruction
Engineering and Design Phase. The
Engineering and Construction Division
provides guidance for accomplishing
design and construction. In this phase,
the project development team finalizes
the project's design, prepare plans and
specifications, and prepare the construc-
tion contract for advertising.

Construction. The Engineering and
Construction Division also provides
guidance for the Construction Phase.
During this phase, engineers complete a
Design Document, continue preparing
plans and specifications as needed, and
preparc engineering instructions for field

. s . . Workers place roller-compacted concrete beneath the Table Rock Auxillary Gated
personnel. In addition to preparing a vari-  spiilway in late January 2001. Approximately 7,000 cubic yards were placed over a

ety of reports related to the site, the proj- ~ Period of seven days.

ect development team also reviews con-

tractor proposals, review contractor claims and modifications, and
develops operations and training manuals and emergency action
plans.

Operations and Maintenance. The final phase is Operations and
Maintenance. In this phase, the Operations Division handles the
operation and maintenance of those projects that remain a respon-
sibility of the Federal Government. Nonfederal sponsors are
responsible for operation and maintenance of most projects con-
structed since 1986. The Operations Division ensures that projects
are inspected periodically, reviews any project modifications, and
recommends needed repairs.

Despite the complexities of the projects we undertake, the Civil
Works Program prides itself on its efficiency. In FY 2001, general
expenses consumed only 3 percent of our budget. The overwhelm-
ing portion of our budget, and of our organization as a whole, was
devoted to delivering important projects and service to the nation.
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Performance Goals

The Civil Works Program has developed a draft strategic plan to
focus on identifying and answering the nation's water resources
needs, which directly impact our national prosperity, competitive-
ness, quality of life, and environmental sta-
bility. Research findings and input from the
public, gained through public listening ses-
sions, have led us to identify the following
five issues as the main national water
resource challenges facing the nation:

» Balancing demands for water resources
development in terms of access to and use
of those resources and the preservation of
environmental quality

» Repairing damage to our environment
from past development

" . ol + Addressing the performance and safety

Ehg Corps revie;w team takes a dramatic trek on the San Francisco-Oakland Bay implications of an aging water resource
v Shbel ity | ! ! ' § .
mre‘: n%e 0 get a first-hand look at its construction as part of its recent safety assess mfrastructure

» Ensuring the capability to respond to natural disasters

» Minimizing the impact of institutional inhibitors on water
resource decision making and management.

To address these challenges, we have developed the following five
strategic goals (specific objectives associated with each goal
enable the measurement of our annual performance toward
achievement of the strategic goal):

+ Provide sustainable water resources development and management
+ Protect, restore, and manage environmental resources

* Provide justified levels of project services of high quality to
the satisfaction of customers and project sponsors

+ Reduce annual losses resulting from natural and man made
disasters

+ Be a world-class technical leader.

We have developed four overarching strategies specifically to out-
line how we intend to pursue the five strategic goals listed above.
These strategies are reflected, to the extent necessary, in the objec-
tives that support each strategic goal:
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* Anticipate water resources needs
» Adopt integrated approaches
» Proactively position policies, people, and processes

» Communicate, coordinate, collaborate, and educate.

Strategic Goals

Strategic Goal 1: Provide Sustainable Water Resources,

Development, and Management
By anticipating, identifying, and addressing water resource infra-
structure problems and needs, the Army
Corps of Engineers Civil Works Program
is able to enhance our nation's economic
well-being. By maintaining our coastal
harbors and intercoastal waterways, we
strengthen America's ability to export its
products to the world and to move those
products around the nation.

To ensure that we continue to manage
our water resources effectively and to
maintain our waterway infrastructure, the
Civil Works Program applies a consistent
program investment objective to the
development and management of water
resources infrastructure. At the core of

3 3 H . s A LI . Aerial view of South Williamson, Kentucky. The project consists of floodplain evacua-
this ObJCCtIVC are two guldmg pr mc1p1es. tion, resettlement, and floodproofing activities.

» Invest in the navigation program infrastructure when project
benefits exceed their costs

» Invest in the flood and coastal storm damage reduction pro-
gram infrastructure when project benefits exceed their costs.

Performance Measure 1: For investments in navigation projects,
the benefit-to-cost ratio at the completion of project construction
should at least equal the benefit-to-cost ratio at the time of initial
project funding. The performance target for FY 2001 was to
achieve a benefit-to-cost ratio at completion within 10 percent of
the initial benefit-to-cost ratio.

Performance Result 1: In FY 2001, three navigation construction
projects were completed. Two of the three projects were completed
with a benefit-to-cost ratio within 10 percent of the estimate used
to justify initial project construction funding. One project was
completed with a benefit-to-cost ratio more than 10 percent lower
than the initial benefit-to-cost ratio; but the completion benefit-to-
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Kissimmee River C-38 Restoration Project, Florida.

cost ratio still was greater than unity, which is used to indicate a
justified investment.

Performance Measure 2: For investments in flood and coastal
storm damage reduction projects, the benefit-to-cost ratio at the
completion of project construction should at least equal the esti-
mated benefit-to-cost ratio at the time of initial project funding.

Performance Result 2: In FY 2001, eight flood damage reduction
projects were completed. Six of the eight projects were completed
with a benefit-to-cost ratio within 10 percent of the estimate used
to justify initial project construction funding. Five of those six
projects were completed with a benefit-to-cost ratio exceeding
what was forecast prior to the start of construction. The two proj-
ects with an erosion in the initial benefit-to-cost ratio of more than
10 percent were still completed with a positive benefit-to-cost
ratio, thus validating the initial investment decision.

Strategic Goal 2: Protect, Restore, and Manage Environmental
Resources

To accomplish this strategic goal, the Civil Works Program must
anticipate, identify, and address the nation's needs for the environ-
mental restoration and enhancement of our water resources. We
will work with our partners, including other federal and state agen-
cies, nongovernmental organizations, and Native American tribes,
to develop creative solutions that are both
effective and efficient, employing, where
appropriate, leading-edge technologies and
methodologies.

We are pursuing the restoration of environ-
mental damages and losses that resulted from
past actions where we did not adequately
anticipate or take into account the environ-
mental consequences of those actions. We
plan to exercise our authority to its fullest
extent in support of the ecosystem restoration
portion of the Civil Works Program. In addi-
tion, we will support the national commit-
ment to wetlands embodied in the Clean
Water Action Plan, by adding to the nation's
environmental resource base through restoration and enhancement
projects. We are working to ensure that there is no further net loss
of wetlands due to unwise development activity.

In addition, the Corps of Engineers has been given responsibility
to execute an environmental clean up program of contaminated
sites under the Formerly Utilized Sites Remedial Action Program
(FUSRAP). Improvement of the overall efficiency of the clean up
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program will result in a reduction of the potential risks to health
and the environment at high-priority sites.

Our success in pursuit of this strategic goal is demonstrated in the
performance measures that have been developed for the
Environmental and Regulatory business programs.

Environmental 3
The Environmental business program ]
emphasizes environmental stewardship,
ecosystem restoration, mitigation, envi-
ronmental compliance, and research and
development. The work undertaken by
this program takes many forms, reflect-
ing the growing national demand for
restoration and protection.

We have established three program
objectives in support of the strategic
goals of the Civil Works Program. They
are as follows:

+ Invest in mitigation and restoration
projects or features to make a positive  Enginéers land devoted to wildiife management.
contribution to the nation's environ-
mental resources

» Invest in mitigation and restoration projects and in the opera-
tion of program facilities to assist in the recovery of federally
listed threatened and endangered species

» Ensure that the operation of all Civil Works facilities and man-
agement of associated lands, including out-granted areas, com-
plies with the environmental requirements of the relevant fed-
eral, state, and local laws and regulations

Performance Measure 1: The percentage of Civil Works
Program-administered mitigation land meeting the requirements of
the authorizing legislation or of the relevant Corps of Engineers
decision document. Target for FY 2001 was to meet requirements
for 70 percent of mitigation lands. This measure is calculated as a
percentage of all designated program-administered mitigation land
for which we meet mitigation requirements.

Performance Result 1: During FY 2001, we administered
713,374 mitigation acres, representing a slight increase over the
previous fiscal year. The increase was the result of inventory
records for mitigation lands being revised to add land administered
for mitigation purposes. We achieved 78 percent of mitigation
requirements, exceeding the performance target of 70 percent. The

Ducks, geese, and herons are protected on more than 85,200 acres of Army Corps of
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Table 7. Civil Works-Administered Mitigation Land

Total acreage designated
as Civil Works-administered
mitigation land

724,224

712,933

713,374

Mitigation land for which
requirements were met
(acres)

553,191

552,441

554,880

Percentage of Civil Works-
administered mitigation lands
for which mitigation
requirements were met

76%

77%

78%

Table 8. Recovery Plan Projects

FY 1999 | FY 2000 | FY 2001

taken to assist in the recovery
of federally listed species

Number of opportunities to 484 503 505
participate in recovery of

federally listed species

Number of opportunities 450 470 491
taken

Percentage of opportunities 93% 93% 97%

Table 9. Correction of Significant and Major Environmental Findings

FY 1999 | FY 2000 | FY 2001

figure of 70 percent was set as an initial target
until we gained experience in both baseline
measurement and in linking performance lev-
els to resourcing levels (Table 7). For FY
2002, the performance target is being raised to
80 percent.

Performance Measure 2: The percentage in
which the Civil Works Program engaged of
the total opportunities to participate in
Recovery Plan projects for federally listed
species should be not less than 30 percent.
[The performance target is being raised for
FY 2002 to 95 percent based on the experi-
ence of FY 2001 and the preceding years.]

Performance Result 2: During FY 2001, we
participated in recovery programs for 78 fed-

erally listed species, engaging in 491 separate
opportunities to benefit these species or their

habitats (Table 8).

Performance Measure 3: To correct 100
percent of all significant findings and 70 per-
cent of all major findings annually. A signifi-
cant finding is a determination that we are
not meeting an environmental requirement
and that the concern poses, or has a high
likelihood of posing, a direct and immediate
threat to human health, safety, the environ-

ment, or the mission. The success rate of correcting significant and
major findings is calculated annually.

Performance Result 3: During FY 2001, we corrected two of

Number of significant findings 10 5 3
Percentage corrected 50% 80% 67%
Number of major findings 528 555 400
Percentage corrected 41% 70% 62%

three, or 67 percent, of the significant find-
ings, and 62 percent of major findings (Table
9). The Corps corrected the two significant
findings identified during FY 2001; the
remaining finding from the prior FY has been
partially corrected to eliminate the immediate
threat to the environment. The Corps antici-
pates total correction of the one open signifi-
cant finding in FY 2002 subject to funding
availability. The correction rate for major find-
ings was lower because many findings were
identified late in the fiscal year. The Corps
continues to place a high priority on achieving

both performance goals in FY 2002.
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Regulatory

The Civil Works Program operates a comprehensive regulatory
program that protects navigation and the aquatic environment. The
primary objective of the program is to protect the aquatic environ-
ment. Additional program management objectives relate to mini-
mizing the amount of time taken to process decisions on requests
for permits to work in the waters of the United States. The follow-
ing program objectives have been established to support the pur-
suit of the strategic goals of the Civil Works Program:

+ Administer the regulatory program in a manner that protects
the aquatic environment

» Administer the regulatory program in a manner that renders
fair and reasonable decisions for applicants

* Administer the regulatory program in a manner that enables
efficient decision making.

Performance Measure 1: Administer the Table 10. Development and Mitigation of Wetlands

regulatory program in a manner that pro- Ev 1999 | FY 2000 | FY 2001
tects the aquatic environment.

. Wetland acres permitted for 21,556 18,900 | 24,073
Performance Result 1: During FY 2001, development

43,832 acres of wetlands were restored,
created, enhanced, or preserved, offset- Wetland acres mitigated 46,433 | 44,757 | 43,832
ting the 24,073 acres that were lost to

permitted development (Table 10). This
realized the performance objective of no net loss of wetlands.

Performance Measure 2: The number of all permit decisions
completed within 60 days, expressed as a percentage of all permit
decisions. Target is to complete 85 to 95 percent of all actions
within 60 days.

Table 11. Permit Actions Completed within 60 Days
Performance Result 2: During FY
2001, we completed 73,415 permit FY 1999 | FY 2000 | FY 2001
actions in 60 days or less, representing
an 88 percent success rate (Table 11). Number of permit actions 83,413 | 80,035 | 73,415
While this figure exceeds the perform- completed within 60 days
ance target of 85 percent, it reflects a
decline from last year's performance of
90 percent. The general trend has been
downward since FY 1998, when 94 per-
cent were completed in 60 days. Performance has been dropping
due to additional review requirements for both individual permits
and some nationwide permits.

Percentage of actions 92% 90% 88%
completed within 60 days
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Table 12. Standard Permit Actions Completed within 120 Days

FY 1999 | FY 2000 | FY 2001 80 percent of decisions on standard permits
within 120 days.

Performance Measure 3: The number of standard permit deci-
sions completed within 120 days, expressed as a percentage of all
standard permit decisions. Standard permits
are those for larger projects that require
extensive review. Target is to complete 70 to

Performance Result 3: During FY 2001, we
completed 60 percent of all standard permit

completed within 120 days

Number of standard permit 3,175 2,521 2,600
actions completed within

120 days

Percentage of actions 72% 62% 60%

actions in less than 120 days (Table 12). This
is below the lower limit of the performance
range. Performance dropped due to additional

individual permit workload, resulting from
changes in the nationwide permit program, primarily Nationwide
Permit 26. There are also additional review requirements, such as
endangered species, that have affected review time.

Strategic Goal 3: Provide Justified Level of Project Services of
High Quality to the Satisfaction of Customers and Project
Sponsors

Our customers, partners, and stakeholders expect delivery of the
level of service that was designed into a Civil Works project, and
expect that high quality of service to continue even with changing
demands on the project. This strategic goal was developed to
ensure that the Civil Works Program continues to meet or exceed
those customer expectations. This requires that we pay particular
attention to the quality and performance of our projects, that we
recognize and analyze problems early, and that we identify cost-
effective ways to prevent, lessen, or correct any deficiencies.

In addition, we recognize that we must continue to provide facili-
ties that meet the needs of diverse and changing user groups. For
projects to deliver the desired performance and service levels, they
must be able to serve the needs of their users. Projects are typical-
ly designed to accomplish a particular purpose for a specified
lifespan. In order that they continue to meet the changing needs of
users, they may have to undergo design changes or may need to be
rehabilitated or reconstructed so that their functions may be mod-
ernized.

The performances of the Navigation, Flood and Coastal Storm
Damage Prevention, Hydropower, Recreation, and Water Supply
business programs reflect the overall success of the Civil Works
Program in achieving this strategic goal. The performance of each
business program is outlined in the following sections.
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Navigation

The responsibilities of the Navigation
program include the improvement and
maintenance of port and harbor channels
and the inland waterways that handle the
nation's maritime commerce. The objec-
tive of the program is to ensure that the
navigation infrastructure is operated and
managed in such a manner to assure jus-
tified levels of service. To measure our
success we have developed three per-
formance measures that year after year
depict the progress we have made and
how successful we have been in manag-
ing the navigation program. These are as
follows:

* Monitor the volume of commerce and
the operational cost of the fuel-taxed-
waterways component of the naviga-
tion system

Tugboats assist a ship on the Mississippi River at Head of Passes, Louisiana.

+ Assure that high use of navigation infrastructure (waterways,
harbors, and channels) is available 90 percent of the time it is
scheduled for availability to commercial traffic

» Maintain a level of dredging that assures safe and reliable har-

bor and channel availability.

Performance Measure 1: Monitor the
volume of commerce and the operational
cost of the fuel-taxed-waterways compo-
nent of the navigation system.

Performance Result 1: Data for calen-
dar year 2000 and 2001 were not avail-
able at the time of printing.

Performance Measure 2: Percentage of
time program facilities are open to com-
mercial traffic.

Performance Result 2: During FY 2001,
the availability of inland navigational
infrastructure decreased by 2.5 percent to
93.5 percent (Table 14). The availability
of the nation’s navigational infrastructure

Table 13. Volume of Commerce and Operational Cost

Ton-miles of commerce N/A2 N/A2
carried (pillions)’
Cost per ton-mile $0.0018 N/A2 N/A?

Ton-mile data are reported on a calendar basis. Costs are on a fiscal year basis
#Data were not available at time of printing.

Table 14. Availability of Navigational Infrastructure

Performance Achieved FY 1999 | FY 2000 FY 2001
96.2% 96.0% 5%

Actual availability

continues to exceed the performance target of 90 percent.

Performance Measure 3: The volume of material dredged is
largely dependent upon acts of nature and factors beyond the con-
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Cubic yards removed
(millions)?

Table 15. Volume and Cost of Material Dredged trol of man. No performance target has there-

— fore been established. The depth of material
to be dredged and the disposal of dredged

material are the two main factors influencing
the cost of dredging.

Cost per cubic yard

$2.40

$2.42 $2.56 Performance Result 3: During FY 2001, we

dredging done for new construction projects.

Table 16. Flood Damages Prevented

(Dollars in billions) SRR VOINA TGl damage where flooding would otherwise

removed 218 million cubic yards of dredged

1 . . .
Volume of material dredged reflects maintenance dredging only, and does not include material for maintenance dredgmg, at a cost

of $2.56 per cubic yard (Table 15).

Flood and Coastal Storm Damage Reduction

There are two general approaches to reducing flood damage. The
first approach calls for the use of large-scale engineering projects
to prevent floodwaters from inundating property. The second
approach calls for the modification of property susceptible to
flooding, to minimize the risk of damage. Civil Works projects
usually use a combination of both approaches. The program objec-
tive is to operate and maintain existing federal infrastructure to
provide design levels of protection. Essential to the success of the
program objective is the requirement to maintain Civil Works
facilities to assure that facilities will function as designed.

Performance Measure 1: Actual perform-
ance of Civil Works facilities in reducing

have been experienced.

Flood damage prevented $21.2 $21.71
Performance Result 1: During FY 2001,
10-year rolling average $22.3 | $20.8 N/A% | the Corps preliminary estimates show a pre-
'Preliminary estimate of the dollar amount of flood damage prevented. vention of $21.7 billion in flood damage
*Value will be determined when FY 2001 flood damage prevented figure is finalized. (Table 16).

Hydropower

The Civil Works Program operates 346 hydroelectric power-gener-
ating units at 75 multipurpose reservoirs, providing a significant
supply of renewable-source energy to the nation. The electricity is
distributed by federal power marketing agencies. To ensure that we
continue to provide much needed energy to the nation, we have
established a single program objective:

* Minimize the incidence of unplanned outages to hydroelectric
power production,

Performance Measure 1: Two measures are monitored: kilowatt-
hours generated, to measure total power generation; and cost per
kilowatt-hour, to measure generating efficiency. Performance tar-
gets for production are not set because power generated is largely
dependent upon hydrologic conditions that cannot be managed.
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Performance Result 1: During FY Table 17. Kilowatt Hours Generated

2000, the Civil Works Program generat- ,

ed 96.1 billion kilowatt-hours (Table 17),
?presentmg a degregse of 3.0 percent Kilowatt-hours generated 99.1 96.1 N/AT
from FY 1999 (within normal annual (billions)

variations). The cost per kilowatt-hour

was not available at time of this report Cost per kilowatt-hour $0.0236 N/A! N/A

publication.
*Data were not available at time of printing.

Performance Measure 2: Maintain a

high degree of hydroelectric power availability at multipurpose

reservoir projects. Our goal is to keep the forced (unplanned) out-

age rate at less than 4.5 percent. The

lower the forced outage rate, the more

. o Table 18. Hydroelectric Power Availability
reliable and the less expensive is the

electricity service we provide to our cus-
tomers. ‘ "

Performance target 4.5% 4.5% 4.5%
Performance Result 2: Our performance o N ; .
during FY 2001 towards mll’llleIng Actual avallablhty 3.69% N/A 1.84%

forced outages was excellent. We 'Data were nol available at time of printing.
achieved very low levels of unplanned

outages of 1.84 percent, well below our performance target of 4.5

percent (Table 18).

Recreation

Most federal lakes were originally built with a single primary pur-
pose, and benefited mainly the local population. Public needs and
values have changed, however, and we have sought to serve the
evolving public interest by adapting our reservoirs for multiple
uses, provided there is sufficient legislative authority to do so. To
support the broader strategic goals of the Civil Works Program and
to achieve maximum cost-effectiveness in the provision of outdoor
recreation services, we have established the following program
objectives:

» Provide outdoor recreation opportunities in an effective and effi-
cient manner at Civil Works-operated water resource projects

+ Provide outdoor recreation opportunities to meet the needs of
present and future generations.

Performance Measure 1: Cost per visitor-day of providing out-
door recreation facilities. The cost per visitor-day is determined by
a number of variables. While Civil Works is able to manage the
cost of providing recreation facilities, the number of visitors who
use these facilities is governed in large part by external factors
such as the weather and prevailing economic conditions.
Historically, no management performance target has therefore

been specified.
g Bl -
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Table 19. Recreation Usage Performance Result 1: During FY 2001, the

— EY 1999 | FY 2000 | FY 2001 ngmber of v1sxtf>r-days at our outdoor recre-

ation areas decreased from 212 to 209 mil-

Visitor-days (millions)

lion (Table 19). Preliminary estimates indi-

Cost per visitor-day

$0.88

$1.04 $1.08 cate our cost per visitor-day increased slight-

ly with the slight drop in visitation.

Water Supply
Performance measures for this business program have not been
fielded.

Strategic Goal 4: Reduce Annual Losses Resulting from Natural
and Man Made Disasters

View of Sea Bright, New Jersey, coastiine as a storm attacks the seawall.

By developing and implementing new ways to reduce the risk of
flood and storm damage losses, the Civil Works Program is able to
reduce potential flood damage, saving our nation billions of dol-
lars. Every year we strive to reduce further the risks associated
with flooding and to increase our responsiveness to natural disas-
ters. The Emergency Management business program supports this
strategic goal.

The Civil Works Program includes a disaster
response and recovery program, maintained
by the Corps of Engineers under Public Law
84-99 and under the Federal Response Plan
in coordination with the Federal Emergency
Management Agency and others. Civil Works
response activities are intended to supple-
ment state and local efforts. Qur disaster pre-
paredness and response capabilities are not
limited to water-related disasters, but draw
on the engineering skills and management
capabilities of the Corps to encompass a
broad range of natural disasters and national
emergencies.

Through our emergency preparedness plan-
ning and disaster response capability we are
able to make a significant and direct contribution to our national
security objectives. We have established four program strategies to
support the strategic goals of the Civil Works Program. They are
as follows:

» Attain and maintain a high and consistent state of preparedness

» Provide a rapid, effective, and efficient all-hazards response
capability, prepared for deployment anywhere worldwide

* Provide the leadership to ensure effective and efficient long-
term crisis recovery, emphasizing recovery of the nation's
water resources infrastructure
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» Provide professional emergency management program services
to international customers.

Performance measures for this business program are being devel-
oped, but none have been implemented.

Strategic Goal 5: Be a World-Class Technical Leader

A priority of the Corps of Engineers is to maintain a leading-edge
technical capability today and into the future. Ensuring that we can
deliver high-quality and responsive engineering services to the
nation and others requires that we have a solid foundation in a
core set of technical skills. To that end, and in anticipation of
future requirements, we have begun to identify the range of
expertise that we have within the Corps; we have also begun to
identify those critical functions where our reserves of talent may
be depleted through retirement and attrition. We maintain the
world-class capabilities inherent in our laboratories through capital
investment, and we are engaging in research and development to
improve our operational processes so that we may better address
the nation's water resource problems and opportunities.

We will leverage our core technical capabilities as appropriate by
providing engineering-related services to the Department of
Defense agencies, other federal agencies, and authorized entities
through our Support for Others business program. Overseas, we
help countries enhance their public sector capacities, especially in
managing water for development of their economies and protection
of their environments and ecosystems. In doing so, we are able to
promote democracy, peace, and stability, in part by assisting legiti-
mate authorities to improve their infrastructure and environments
and to ease conditions that potentially can lead to conflict.

To be a world-class technical leader it is imperative that we seek
continuous improvement in the processes we use to meet the needs
of our customers, partners, and stakeholders. The feedback provid-
ed by our customers and project sponsors is the best indication of
how effective we are in meeting the quality, timeliness, and cost
effectiveness of their expectations. We will continue to seek that
feedback in order to strengthen our overall performance and to
raise our customers' satisfaction.
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Actions Planned to Improve Performance

The Civil Works strategic goals indicate what needs to be done to
address critical national water resources needs. Qur strategies out-
line how we intend to pursue each strategic goal. Each strategic goal
incorporates two or more of the following overarching strategics:

» Anticipate water resource needs
» Adopt integrated approaches
= Proactively position policies, people, and processes

« Communicate, coordinate, collaborate, and educate.

Anticipate Water Resource Needs

No matter how well we believe we are managing our water
resources, to plan appropriately for the accomplishment of our
mission we must at all times be responsive to events, trends,
issues, and technologies and to the sentiment of the general public,
experts, our stakeholders, and Congress. We therefore focus on the
early identification of water resource needs, developing and revis-
ing as necessary the strategies we need to manage change and to
ensure our continuing effectiveness. While maintaining our tradi-
tional mission expertise, we must also remain alert to emerging
areas requiring specialized technical expertise. We take on leader-
ship roles where we have the appropriate authority, expertise, and
experience, and we partner with federal agencies and state and
local governments, including tribal governments, where it is
appropriate, to leverage their capabilities alongside our own. We
additionally invest in the research, development, and implementa-
tion of innovative technologies and processes, and in the explo-
ration of creative approaches and solutions that have the potential
to advance our capabilities and our ability to improve our water
resources.

Adopt Integrated Approaches

The use of integrated water resource management is critical to our
success in balancing and combining disparate water resource
needs, objectives, and priorities. Environmental restoration will
become an increasingly important budgetary priority as the nation
strives to compensate for the adverse effects of past economic
development. As we move forward we will seek to balance com-
peting needs and objectives through the use of a "watershed"
framework that unites technical experts, stakeholders, and decision
makers in the task of addressing resource needs, opportunities,
conflicts, and trade offs. We will seek also to assist in regional
planning; to infuse an environmental ethic into all mission areas
and engineering functions; and to develop and employ holistic
methodologies. Through this integrated approach, we aim to unify
the work on our ongoing programs and to leverage scarce
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resources. We are also seeking through this approach to develop

and adopt new systems, models and tools; to apply interdiscipli-

nary methods and views; and to identify and clarify overlaps and
interdependencies.

Proactively Position Policies, People, and Processes
Customer satisfaction demands that we continue to improve per-
formance. It is essential that we provide the support our people
need to best accomplish their mission. With this in mind, we strive
to provide updated policies and guidelines to reflect current
requirements. To ensure the continuance of a qualified workforce,
we employ recruitment and retention policies that enable us to meet
our staffing and project requirements. To seek performance
improvements, we will use the most modem performance manage-
ment approaches and benchmarks, while we continue to use our
project management business process to effect control over all we
deliver and ensure our products and services meet customer expec-
tations. To ensure that all sectors of our organization can leverage
the experience of others, we employ knowledge management
strategies to provide operational strength through connectivity.

Communicate, Coordinate, Collaborate, and Educate
We must improve the ways in which we communicate with our
partners. As we increasingly seek to develop strategic partnerships
in our work, it is important that we:

 Listen with an open mind to our stakeholders, partners, cus-
tomers, and critics

+ Encourage joint planning

» Develop multiple methods and materials for communicating
the water resources story to a variety of audiences

+ Get our message out more consistently, reliably, and accurately

» Promote technology transfer of analytical and decision-making
methodologies between us and our partners.

As we seek to address water resource challenges, we also must
collaborate more closely at all levels with governmental and non-
governmental entities. Our forums and management processes
should be more intergovernmental in nature, and through the use
of a regional approach to problem solving we must seek to
devolve greater authority to nonfederal agencies; we must also
enhance our capabilities at the state and local levels.
Nongovernmental organizations and tribal nations share many of
our goals and values regarding water resources, and we should
view them as potential partners in educating the general public,
stakeholders in water resources, public officials, and key decision
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makers about the challenges that we face and the options that are
available to us as we strive to overcome those challenges.

Summary
The successful execution of these strategies will enable us to
accomplish our goals and conquer the major water resources chal-
lenges that we face. And by delivering to the taxpayer a notable
return on investments made in the nation's civil works, we can
enhance the quality of life for all Americans.
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Financial Statement Review

FY 2001 represented another year of continuous improvement for
the USACE Civil Works Fund, as we moved ever closer to fulfill-
ing the requirement of producing auditable financial statements in
compliance with the Chief Financial Officers Act of 1990 (CFO
Act). Within DoD, the Civil Works Fund has been at the forefront
in implementing federal financial management reform.

These financial statements were compiled in accordance with
guidance issued by the Office of Management and Budget and
supplementary guidance provided by DoD. The Army Audit
Agency audited the statements, which comprise the Balance Sheet,
Statement of Net Cost, Statement of Changes in Net Position,
Statement of Budgetary Resources, and Statement of Financing.

Overview of the Financial Statements

The financial statements for the Civil Works Fund are presented in
a comparative format, providing financial information for FY 2000
and FY 2001. While comparative statements are not required until
the agency receives an unqualified audit opinion on its financial
statements, we opted for early implementation of the requirement,
as encouraged by the Office of Management and Budget.

Below are the financial highlights of each statement. These high-
lights focus on significant balances or conditions to help clarify
the Civil Works Fund's operations. Additional explanatory infor-
mation may also be found in the notes that accompany these
statements.

Balance Sheet
This statement presents the assets, labilities, and net position of
the Civil Works Fund as of 30 September 2000 and 2001. Civil
Works assets amounted to $41.2 billion at FY 2001 year-end. Of
this amount, 85 percent of the dollar value is in the property, plant,
and equipment accounts. Relative to its assets, the liabilities of
Civil Works are low, amounting to $2.4 billion. The liabilities are
primarily related to $991 million in deferred credits from long-
term receivables recorded for water storage contracts and
hydraulic mining; $598 million in accounts payable; and $354 mil-
lion in accrued payroll.

The third and final major component of the Balance Sheet is net
position. In the aggregate, the various elements of the net position
section on the Balance Sheet are also referred to as "equity."
Equity is the residual interest in the assets of the entity that
remains after deducting its liabilities. For FY 2001, the Civil
Works net position was $38.8 billion, representing a 2 percent
growth over FY 2000.
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Statement of Net Cost

This statement presents the annual cost of operating the various
Civil Works programs. To the extent a program generates rev-
enues, these amounts offset gross costs to arrive at the net cost of
operations. For FY 2001, program costs amounted to $4.8 billion,
representing a 10 percent increase from the previous year.
Conversely, program revenues dropped 27 percent from FY 2000,
amounting to $494 million. Overall, FY 2001 witnessed a 17 per-
cent increase in the net cost of operations, to $4.3 billion.

Statement of Changes in Net Position

This statement presents those accounting items that caused the net
position section of the Balance Sheet to change from the begin-
ning to the end of the reporting period. The Civil Works Fund
enjoyed a positive $1.4 billion net result in operations. However,
after previous-period adjustments were factored in, the net change
to the Cumulative Results of Operations amounted to $815 mil-
lion. These previous-period adjustments represent refinements to
our accounting procedures as we work to continuously improve
our operations. The net position at year-end was $38.8 billion, a 2
percent increase from the previous year.

Statement of Budgetary Resources

This statement is particularly meaningful as it provides informa-
tion on how the Civil Works Fund obtained its budgetary resources
and the status or remaining balances of those resources at year-
end. Additionally, information on the outlays or actual cash dis-
bursements for the year is disclosed in this statement.

Total budgetary resources increased by nearly 10 percent for FY
2001, to $11.6 billion. This increase was due primarily to a 20 per-
cent increase in budget authority and to a 15 percent increase in
spending authority from the offsetting of collections. The Civil
Works Fund incurred $9.6 billion in obligations during the year,
and disbursed $5.1 billion.

Statement of Financing

This is a reconciling statement that tracks the relationship between
the proprietary accounts and the budgetary accounts of the Civil
Works Fund. The Statement of Financing provides information on
the total resources provided to the Civil Works Fund during the
fiscal year and on how those resources were used.

The first section of the statement, "Obligations and Nonbudgetary
Resources," constitutes the total amount of $5.2 billion for which
the Civil Works Fund may have a future liability that would even-
tually require cash payments.
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The second section, "Resources That Do Not Fund Net Costs of
Operations, " identifies and adjusts budgetary transactions record-
ed by the Civil Works Fund for changes in the amount of goods,
services, and benefits ordered but not received; the costs capital-
ized on the balance sheet; and financing sources that fund costs of
previous-periods. For FY 2001, the fund had negative $2 billion in
resources that did not fund the net costs of operations.

The third section, "Components of Costs of Operations That Do
Not Require or Generate Resources," is used to adjust the obliga-
tions and resources that do not fund net costs of operations, in
order to determine the net cost of operations. Thus, sections one
and two are reconciled to yield a net cost of operations of $4.3 bil-
lion. This amount also ties back to the Statement of Net Cost.
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Management Integrity

The Federal Managers' Financial Integrity Act of 1982 (FMFIA)
requires an annual review of the adequacy of the U.S. Army Corps
of Engineers program and management controls. The Director of
Resource Management, the Chief Financial Officer, is responsible
for oversight and for reporting on the Corps of Engineers manage-
ment and internal control program. The Chief Financial Officer
also chairs the Internal Management Control Panel that recom-
mends actions pertaining to identified material weaknesses.

The Internal Management Control Program calls for individual
offices and subordinate commands to provide assurances each year
of the adequacy of internal controls within their own organiza-
tions. These constitute the primary assurance that managenient
controls are in place and working effectively. Based on these and
alternative forms of reviews, such as all known audits, investiga-
tions, and inspections, the Chief of Engineers asserted that he has
reasonable assurance that management control systems are in
place. In the past year, we have corrected several known weak-
nesses; we are addressing continuing challenges.

Corrected Weaknesses
Property Authorizations

Some organizations in the past did not use prescribed allowance
tables to ensure that property acquired was both authorized and
required. In FY 2001, we updated our personal property manage-
ment system and developed an automated query process to
improve our performance in this area.

Our property management system now includes a look-up table
that requires users to select a valid authorization source document
before requisitioning any equipment. This improvement will pro-
vide for the controlled use of assets and will allow requisition only
of the authorized amount of materiel necessary to accomplish our
mission. An improved authorization process will also allow for
cross-leveling of equipment between activities and the potential
reduction of equipment across the board.

Control of Personal Property

We recognized a need to improve the physical control and finan-
cial accountability of personal property. We have implemented a
lifecycle process that integrates the business processes electroni-
cally embedded in the Corps of Engineers Financial Management
System (CEFMS) with our personal property management system.
This is now a transaction-based system that manages each piece of
property entering and exiting our control. To ensure integrity in
accountability, all property is inventoried annually, using barcode
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readers, and is reconciled electronically with the information in the
property system. In addition, CEFMS is reconciled to Real Estate
Management Information System (REMIS) and Automated
Personal Property Management System (APPMS).

Continuing Challenges

Information Technology Capital Planning and

Investment Decision Process
The Clinger-Cohen Act of 1996 requires the institutionalization of
an information technology capital planning and investment process
to integrate the programming and budgeting for IT investments by
monitoring and tracking such investments. The current process is
fragmented, with some projects receiving funding despite not hav-
ing been through the process.

To institutionalize this process, we will, by the end of FY 2002,
publish an Engineer Manual clearly delineating the process. We
also plan to conduct three regional training sessions for IT plan-
ners at all of our divisions, districts, field operating agencies, and
labs, and will follow up by making this process a focus item dur-
ing our command inspections.

Subcontract Plans for Small Businesses
Procedures for evaluating and negotiating subcontracting plans
and for evaluating subcontractor performance are not wholly in
compliance with the law as it pertains to small business subcon-
tracting. We are in the process of implementing an Internet-based
automated system that will employ "best of breed" automated pro-
cedures. In early FY 2002 we will implement a pilot system, with
the aim of fielding the full system Corps-wide by early FY 2003.

Internal Accounting System
Through an independent assessment conducted during the annual
Chief Financial Officers Act audit, auditors found the Corps of
Engineers Financial Management System to be in substantial com-
pliance with two of the three requirements of the Federal Financial
Management Improvement Act of 1996. The auditor reported that
we are in compliance with federal accounting standards and that
CEFMS properly uses a standard, transaction-driven general ledger.

FFMIA also requires that the accounting system provide complete,
reliable, consistent, timely, and useful information. Because of spe-
cific weaknesses in data integrity, accumulated depreciation calcu-
lations, and the financial documentation of construction projects
initiated before implementation of CEFMS, we are not yet fully
compliant. We are continuing to address and correct these prob-
lems.
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deal with in this country.”

"As | look to the future, we have some seri-
ous issues of infrastructure that we need to

LTG Robert B. Flowers

Future Financial Trends and
Business Events

The Civil Works Program serves as the custodian for America's
water resources. A look at the trends projected over the next 20
years reveals how important it will be to fund the Civil Works
Program adequately and how important it will continue to be to
use those funds wisely.

Emerging Challenges and Future Trends

Growth in Waterborne Commerce and an Aging
Infrastructure

Over the next 20 years, we expect inland traffic to grow by up to
37 percent. Yet already we are operating and maintaining an aging
water resources infrastructure that is nearing, and in some cases
surpassing, its 50-year planned design life. If we are to maintain
expected performance levels, we must
rebuild or replace aging locks and dams.
Delays associated with aging locks cost ship-
pers, carriers, and ultimately consumers $385
million in increased operating costs annually.

A lock moderization program has been
underway since passage of the 1986 Water
Resource Development Act. To date, we have
Chief of Engineers  invested $1.7 billion in 14 locks, with an
additional $3.4 billion programmed for con-
struction on an additional 13 locks. Funding
at less than optimum levels has increased construction times by
between one and five years, however, resulting in direct cost
increases of more than $250 million due to inflation and in an esti-
mated $1.7 billion in transportation savings lost.

Our ports are facing a similar growth in usage. Domestic and

international marine trade is expected to double by 2020, to more
than 4 billion tons of cargo per year. At the same time, the contain-
er ship of choice is increasingly a vessel that requires 50-55 feet of
depth, found only in a few American ports.

Failure to react to this trend would result in a decline in our
marine system, to less competitive ports, higher prices for con-
sumers, and a reduction in economic growth potential.

Continuing Development of Flood-Prone Areas
Floods account for 85 percent of our natural disasters annually,
causing losses and damage of $4 billion each year. The trend is for
this to increase, as an increasingly affluent society moves closer to
our water resources. Urban development in the flood plains is
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increasing at a rate of 1.5 percent to 2.5
percent annually, but fewer than 15 per-
cent of more than 20,000 American com-
munities have structural flood protection.
Since 1980, migration to the coasts has
seen the coastal population rise to more
than 41 million, a rate of growth outpac-
ing overall U.S. population growth by 15
percent. Failure to respond to these
changes will inevitably translate into an
increase in preventable social and eco-
nomic loss.

Increasing Priority on i
Environmental Considerations

Rivers and coastal waters are vital to the Gavins Point Dam Spillway. View of spillway 28,000 CFS Release. Missouri River.
U.S. economy, but over the years there Yankton, South Dakota.

have been conflicting demands on our

water resources. Rivers for example, were once commonly

dammed to provide flood control, low-cost hydroelectric power,

and water supplics, but environmental

concerns have essentially now preempted

considerations of multipurpose reservoir  "Thoughtful development does not damage
construction. Flood plains are sites for . "

business, agriculrurer,) industry, and the environment.
homes, but this economic development LTG Robert B. Flowers
exacts a cost on thc environment that Chief of Engineers
society is increasingly disinclined to pay.

We must find better ways to balance eco-

nomic and environmental demands so that we can continue to real-

ize sustainable development.

Sustainable development emphasizes reinvestment in communities
through partnerships and the development of regional strategies
for economic growth and environmental protection. In 1998, the
American Society of Civil Engineers graded American infrastruc-
ture. They graded wastewater systems D+, noting the contamina-
tion of rivers, lakes, and groundwater sites. They estimated that it
would cost $140 billion over the next 20 years to improve waste-
water treatment and build new plants. They graded the treatment
of solid waste C-, but anticipated that expenditures for the disposal
of nonhazardous municipal solid waste will grow.

Impact on Future Financial Position
The trends above indicate a shortage of available funding. Our
operations program has lagged far behind requirements for many
years—our construction backlog, for example, is $38 billion for
the completion of all active and/or authorized projects. Our
requirements in this area are increasing and will place more strain

on Civil Works resources.
s had -
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Our operations and maintenance backlog consists of the unfunded
work needed to preserve the integrity of our projects and to ensure
their continued viability. Delays in performing this work will
result in more extensive and costly repairs and in higher opera-
tional costs. The critical backlog was $415 million in FY 2001,
and is expected to be $702 million in FY 2002. This does not even
address the $1.1 billion of unfunded work that is required but not
yet considered critical. The need to address this critical financial
issue is essential to America's economic well-being.

Projects in the backlog are vital to commercial navigation and eco-
nomic prosperity; it is essential, for example, that work on deepen-
ing the Port of New York and New Jersey continue. There are also
important projects in the backlog that address flood damage reduc-
tion in southeast Louisiana and on the American River in
California, and that address environmental restoration in the
Florida Everglades.

Business Initiatives

Increased funding would provide the swiftest solution, but the
Civil Works budget is likely to remain relatively unchanged in the
foreseeable future. We must therefore become more efficient in
our use of current funding. We are pursuing several initiatives to
this end.

Design-Build Project Delivery System
We are gradually moving away from a design-bid-build project
delivery system toward design-build, an approach that provides the
benefit of working with a single contractor over the course of a
project. Used more extensively by the Corps of Engineers on mili-
tary programs, it is only a matter of time before this method
spreads significantly to Civil Works.

We have already used design-build on a few projects, such as the
flood retention structure for the Department of Energy's Los
Alamos National Laboratory in New Mexico. This project, where
time was of the essence to protect against potential flooding due to
forest fires, saw the completion of a 70-foot high, 390-foot long
roller-compacted concrete structure for $8 million in a mere eight
weeks.

For this method to work, we must concentrate on defining function
or performance characteristics and on selecting the best-value
design-builder. The results of the Los Alamos project nonetheless
indicate that design-build can reduce the cost of projects and help
us address our construction backlog.
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Performance-Based Contracting
The Department of the Army has emphasized use of performance-
based contracting for four years. The Army has established as a
minimum performance level the award of at least 50 percent of
service contracts as performance-based, with a goal of striving to
continually exceed that level. The Corps has been reporting its
performance to the Army in awarding performance-based service
contracts of $250,000 dollars or greater on a quarterly basis since
FY 1997 and has exceeded the 50 percent goal in every reporting
quarter since FY 1997.

Recent Corps activities have focused on further increasing the use
of performance-based contracting. These include the following:

» InFY 1999, the Corps established a performance-based service
contract library on the Corps internet web site
(http://www.hq.usace.army.mil/cepr/asp/main/parc.asp)

* Alsoin FY 1999, the Corps helped the Department of Defense
develop the Performance-Based Services Acquisition
Guidebook

* InFY 2001 the Department of Army published a Performance-
Bascd Service Acquisition Implementation Plan, which the
Corps is fully supporting

» Alsoin FY 2001, all Corps acquisition personnel will have
completed training in Performance-Based Service Acquisition.

Paperless Contracting
We continue to strive toward becoming a paperless organization.
Our standard procurement system does all contract preparation on-
line, eliminating the need for paper. It not only posts solicitations
and contracts to a central site, but also can reccive bids electronical-
ly. This latter function has yet to be implemented, as we must first
await development of a standard for electronic signatures. We are
positioned to move ahead when this occurs.

As part of the Army, we are part of the "Single Face to Industry"
program that uses the Internet to list solicitations from all major
commands. Our electronic bid solicitation system uses a site specific
to the Corps. If the solicitation is small, it can be downloaded from
the Internet. For larger packages, a CD-ROM is available that con-
tains the solicitation, drawings, appendices, rules, and regulations.
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Expanding E-Government Services.
The Army has two major initiatives underway, and the Tri-
Services have a third major cooperative initiative to promote
online procurement.

» The Department of the Army has implemented a Standard
Procurement System to foster an all-electronic procurement
system. The Standard Procurement System is designed to sup-
port all contract preparation and management being done elec-
tronically. It has the ability to post bid solicitations and con-
tracts to a central site. It also has the ability to receive bids
electronically, but this capability has not been used above the
Simplified Acquisition Process threshold because the
Department of the Army has not completed development of a
standard for electronic signature. The Simplified Acquisition
Process allows the Federal Government to solicit and award
purchases up to the Simplified Acquisition Threshold of
$100,000 without issuing a formal solicitation or advertising in
the Commerce Business Daily. The Corps is aggressively pur-
suing the innovative contracting initiative by supporting a pilot
program that will automate even the source selection process
and the electronic bid sets.

» The Department of the Army has implemented the Army
Single Face to Industry as a single website to post all contract
solicitations electronically. The Corps is working toward 100
percent participation in the Army Single Face to Industry web-
site.

» The Tri-Services (Air Force, Army, and Navy) have imple-
mented an Electronic Bid Solicitation System. The Corps uses
a homepage website maintained by the Headquarters, U. S.
Army Corps of Engineers, Office of Procurement and
Acquisition that announces solicitations. For small and rela-
tively simple solicitation packages, a direct download is
allowed, while for other acquisitions a compact disk may be
requested. This compact disk contains the solicitation, draw-
ings, appendices, rules, and regulations as well as appropriate
document readers.

Executive Resource Information System
A current initiative in the Directorate of Resource Management is
to develop and field a new Executive Resource Information
System. This system will provide RM the ability to analyze and
track financial information across all 63 field offices without sig-
nificant manual effort. The Corps of Engineers has vast amounts
of financial information that reside in Oracle data tables. The
directorate wants to maximize the use of this financial information
by using the advancing technologies vested in Business
Intelligence solutions for the ERIS. The capabilities provided
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within the BI software are endless. Utilizing the drill-down fea-
tures, for example, RM personnel can click on a troublesome vari-
ance to determine which Division(s) is(are) contributing to the
problem. One additional click would drill-down to each District
within a Division to narrow the problem even further, displaying
the root of the problem. Once fully implemented, RM personnel
will have powerful technologies that will enable corporate data
views across all business areas within RM.
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f’:"m%‘% EXECUTIVE OFFICE OF THE PRESIDENT
fr OFFICE OF MANAGEMENT AND BUDGET
"%w WARRINETOM, G €. S0%A%

OFECE OF BEOEAAL
FlnAMIiAL MENAGEMENT

MEMORANDUM FOR DOV 8, ZAKHEIM _
UNDER SECRETARY OF DEFENSE AND CONTROLLER

FROM: Mark Everson M@f" - |CJ'°1"

SUBIECT: Waiver of PY 2001 Army General Funds and Working Capital Fupd
Audited Financizl Staternents

We understand that, due to the events of September 11, 2001, the Department of Defease
is requesting o waiver of the fiscal year 2001 Army Geaeral Funds and Army Working Capital
Fuud audiced financial statements. The Department of the Army’s Resource Sevvices
Washington, the office respansible for execution and accounting of Headquarters Dopartanierit of
the Army funds, as well as the Army’s centrally managed accounts, suffered substantial loss of
budget sud sceounting personnel as well 2 loss of documents and files in the terrorists’ attack

Accordingly, we grant your request and waive the requirement for the Anny General
Fund and the Army Working Capital Fund to prepare and submit FY 2001 financial statemems.

We understand that the financial information has been collected and will be included in
the Deprrtmcnt of Dofense-wide financial statements. We look forwad to the timely receipt of
this report and all of the other Defense-companent financial statcments currently required by
Appendix B in OMB Bulletin No. 01-02, Audit Requirements for Federal Firancial Statements.

{f you have any questions, pleasc contact Kim Gejer at (202) 395-69085.




Limitations of the Financial Statements

The financial statements have been prepared to report the financial position and results of operations for the
entity, pursuant to the requirements of Title 31, United States Code, section 3515(b).

While the statements have been prepared from the books and records of the entity, in accordance with the
formats prescribed by the Office of Management and Budget, the statements are in addition to the financial
reports used to monitor and control budgetary resources which are prepared from the same books and
records.

To the extent possible, the financial statements have been prepared in accordance with federal accounting
standards. At times, the Department is unable to implement all elements of the standards due to financial
management systems limitations. The Department continues to implement system improvements to address
these limitations. There are other instances when the Department's application of the accounting standards is
different from the auditor's application of the standards. In those situations, the Department has reviewed the
intent of the standard and applied it in a manner that management believes fulfills that intent.

The statements should be read with the realization that they are for a component of the United States
Government, a sovereign entity. One implication of this is that the liabilities cannot be liquidated without
legislation that provides resources to do so.

Limitations Concerning National Defense PP&E Stewardship

As of the date these statements were prepared, the Federal Accounting Standards Advisory Board (FASAB)
had not determined the final reporting requirements for ND PP&E. The Department cannot fully comply
with existing reporting requirements, because many of the Department's accountability and logistics systems
do not contain the cost of the ND PP&E assets. These systems were designed for the purpose of maintaining
accountability and meeting other logistics requirements and not for capturing the cost of ND PP&E.

Given the complexity of the existing temporary reporting requirements, the enormous cost of implementing
the temporary requirements and their temporary nature, the Department is suspending the reporting of ND
PP&E information until such time as the FASAB adopts permanent reporting requirements.




Consolidated Balance Sheet

Department of Defense  U.S. Army Corps of Engineers
As of September 30, 2001 * ($ in thousands)

ASSETS (Note 2)
A. Intragovernmental:
1. Fund Balance with Treasury (Note 3)
investments (Note 4)
Accounts Receivable (Note 5)
Other Assets (Note 6)
. Total Intragovernmental Assets
. Cash and Other Monetary Assets (Note 7)
. Accounts Receivable (Note 5)
. Loans Receivable (Note 8)
. Inventory and Related Property (Note 9)
General Property, Plant and Equipment (Note 10)
. Other Assets (Note 6)
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TOTAL ASSETS

LIABILITIES (Note 11)

A. Intragovernmental:

Accounts Payable (Note 12)

Debt (Note 13)

Environmental Liabilities (Note 14)

Other Liabilities (Note 15 & Note 16)

Total Intragovernmental Liabilities

B. Accounts Payable (Note 12)

C. Military Retirement Benefits and Other Employment-Related
Actuarial Liabilities (Note 17)

D. Environmental Liabilities (Note 14)

E. Loan Guarantee Liability (Note 8)

F. Other Liabilities {(Note 15 & Note 16)

s~

TOTAL LIABILITIES

NET POSITION

A. Unexpended Appropriations (Note 18)
B. Cumulative Results of Operations

TOTAL NET POSITION

TOTAL LIABILITIES AND NET POSITION

FY 2001 FY 2000
$2,537990 $2,404,315
2,055,539 2,075,561

476,541 151,301

0 0
$5,270,070 $4,631,177
$3,990 $965
1,028,288 1,050,363
0 0

54,719 59,469
34,818,281 34,538,002
16,190 79,891
$41,191,538  $40,359,957

$92,731 $87,543

30,512 18,212
0 0

1,167317 1,166,330
$1,290,560 $1,272,082
$505,326 $585,938

0 0
0 0
0 0 S
576,522 497833 g
N7/
$2,372408  $2,355,853 8
()
>
3
$1,214,901 $1,004,640 N
37,604,229 36,999,464 3
o
S
$38,819,130  $38,004,104 n
=
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)
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The accompanying notes are an integral part of these statements.
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Consolidated Statement of Net Cost

Department of Defense « U.S. Army Corps of Engineers
For the Year Ended September 30, 2001 « (3 in thousands)

FY 2001 FY 2000

1. Program Costs
A. Intragovernmental $1,014,550 $552,908
B. With the Public 3,768,681 3,782,955
C. Total Program Cost $4,783,231 $4,335,863
D. (Less: Earned Revenue) (494,251) (678,349)
E. Net Program Costs $4,288,980 $3,657514
2. Costs Not Assigned to Programs 0 0
3. (Less: Earned Revenue not attributable to Programs) 0 0
4. Net Costs of Operations $4,288,980 $3,657514

See Notes 1 and 19.

The accompanying notes are an integral part of these statements.




Consolidated Statement of Changes in Net Position

Department of Defense » U.S. Army Corps of Engineers
For the Year Ended September 30, 2001 « (8 in thousands)

1. Net Cost of Operations

2. Financing Sources (other than exchange revenues)
. Appropriations Used

. Taxes and Other Nonexchange Revenue

. Donations - Nonexchange Revenue

Imputed Financing (Note 20)

. Transfers - in

Transfers - out

. Other

. Total Financing Sources (other than Exchange Revenues)

IoTMmMoOO®m»

3. Net Results of Operations

4. Prior Period Adjustments (Note 20)

5. Net Change in Cumulative Results of Operations

6. Increase (Decrease) in Unexpended Appropriations
7. Change in Net Position

8. Net Position-Beginning of the Period

9. Net Position-End of the Period

See Notes 1 and 20.

FY 2001 FY 2000
$4,288,980 $3,657514
4,310,086 4,017634
919,801 800,241
275 1,362
211,595 166,464
1,084,642 21,836
(777,665) (120,682)
(8,859) (647287)
$5,739,875 $4,239,568
$1,450,895 $582,054
(846,129) 360,235
$604,766 $942,289
210,262 (197777)
$815,028 $744,512
38,004,102 37,259,592
$38,819,130  $38,004,104

The accompanying notes are an integral part of these statements.
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Combined Statement of Budgetary Resources

Department of Defense * U.S. Army Corps of Engineers
For the Year Ended September 30, 2001 « ($ in thousands)

See Notes 1 and 21.

FY 2001 FY 2000
BUDGETARY RESOURCES
A. Budget Authority $5,518,284 $4,614,169
B. Unobligated Balance - Beginning of Period 1,638,977 2,136,227
C. Net Transfers Prior-Year Balance, Actual (491) (1)
D. Spending Authority from Offsetting Collections 4,504,749 3,909,101
E. Adjustments (17,545) (35,122)
F Total Budgetary Resources $11,643,974 $10,624,374
STATUS OF BUDGETARY RESOURCES
A. Obligations Incurred $9,599,363 $8,926,397
B. Unobligated Balances - Available 2,044,122 1,694,496
C. Unobligated Balances - Not Available 489 3,481
D. Total, Status of Budgetary Resources $11,643,974 $10,624,374
OUTLAYS
A. Obligations Incurred $9,599,363 $8,926,397
B. Less: Spending Authority from Offsetting Collections and Adjustments (4,504,749) (3,909,699)
C. Obligated Balance, Net - Beginning of Period 797,587 394,538
D. Obligated Balance Transferred, Net 0 0
E. Less: Obligated Balance, Net - End of Period (743,772) (715,876)
F Total Outlays $5,148,429 $4,695,360

The accompanying noles are an integral part of these statements.




Combined Statement of Financing

Department of Defense « U.S. Army Corps of Engineers
For the Year Ended September 30, 2001 « (8 in thousands)

1. OBLIGATIONS AND NONBUDGETARY RESOURCES:

ITOTTMOOm>

« -

2. RESOURCES THAT DO NOT FUND NET COST OF OPERATIONS:
A

mooO®

F

G.

. Obligations Incurred

. Less: Spending Authority from Offsetting Collections and Adjustments
. Donations Not in the Entity's Budget

. Financing Imputed for Cost Subsidies

. Transfers-In (Out)

Less: Exchange Revenue Not in the Entity's Budget

. Nonexchange Revenue Not in the Entity's Budget
. Less: Trust or Special Fund Receipts Related to Exchange in the

Entity's Budget
Other
Total Obligations as Adjusted and Nonbudgetary Resources

Change in Amount of Goods, Services, and Benefits Ordered but Not
Yet Received or Provided (Increases)/Decrease

. Change in Unfilled Customer Orders

. Costs Capitalized on the Balance Sheet - (Increases)/Decreases

. Financing Sources that Fund Costs of Prior Periods

. Collections that Decrease Credit Program Receivables or Increase

Credit Program Liabilities
Adjustments for Trust Fund Outlays that Do Not Affect Net Cost
Other - (Increases)/Decrease

H. Total Resources That Do Not Fund Net Costs of Operations

3. COMPONENTS OF COSTS OF OPERATIONS THAT DO NOT
REQUIRE OR GENERATE RESOURCES

A
B.

TMmoOO

Depreciation and Amortization
Bad Debts Related to Uncollectable Non-Credit Reform
Receivables

. Revaluation of Assets and Liabilities - Increases/(Decreases)
. Loss of Disposition of Assets
. Other - (Increases)/Decrease

Total Costs That Do Not Require Resources

4. FINANCING SOURCES YET TO BE PROVIDED

5. NET COST OF OPERATIONS

See Notes 1 and 22.

FY 2001 FY 2000
$9,599,363 $8,926,397
(4,504,749) (3,909,699)

275
211,595 166,464

1,735
(714) (1,956)

(26,044) 23,067

(43,761) (113,056)

0 0
$5,237,700 $5,091,217
($281,946) $47,310

231,321 (264,157)
(1,540,306) (1,815,691)

(28,306) 23,707

0 0

0 0

390,870 (5,186)

($2,010,107) ($2,014,017)
$589,863 $580,218 S
0 0 g
7]
169,970 0 2
[7]
28,145 0 4
0 0 3
$787.978 $580,218 N
-
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$273,409 $96 g
o
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The accompanying notes are an integral part of these statements.
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Notes to the Principal Financial Statements

Note 1. Significant Accounting Policies

1.A. Basis of Presentation

These financial statements have been prepared to report the financial position and results of operations of the
U.S. Army Corps of Engineers Civil Works, as required by the Chief Financial Officers (CFO) Act, expand-
ed by the Government Management Reform Act (GMRA) of 1994, and other appropriate legislation. The
financial statements have been prepared from the books and records of the U. S. Army Corps of Engineers
(USACE) in accordance with the "Department of Defense Financial Management Regulation”
("DoDFMR"), the Office of Management and Budget (OMB) Bulletin No. 01-09, "Form and Content of
Agency Financial Statements" and to the extent possible, generally accepted accounting principles (GAAP).
The USACE's financial statements are in addition to the financial reports also prepared by the USACE pur-
suant to OMB directives that are used to monitor and control the USACE's use of budgetary resources.

The Corps of Engineers financial statements are prepared from the consolidation of general ledger financial
data reported from the Corps of Engineers Financial System (CEFMS) to the Corps of Engineers Enterprise
Management Information System (CEEMIS).

General Ledger account balances have been validated to the year-end departmental budget execution and
expenditure reports. The Corps of Engineers Funds with Treasury balances have been adjusted to agree
with Treasury's balances in accordance with Treasury policy.

A more detailed explanation of these financial statements elements is provided in the applicable footnote.

1.B. Mission of the Reporting Entity

Some of the missions of the Corps of Engineers include maintaining navigation channels, reducing flooding,
assisting during natural disasters and other emergencies and making waterways passable. The financial
statements are presented on the accrual basis of accounting as required by federal financial accounting stan-
dards.

The asset accounts used to prepare the principal financial statements are categorized as entity/non-entity.
Entity accounts consist of resources that the agency has the authority to use, or where management is legally
obligated to use funds to meet entity obligations. Non-entity accounts are assets that are held by an entity
but are not available for use in the operations of the entity.

The Corps of Engineers Civil Works Program receives Federal funding through annual Energy and Water
Development Appropriations Acts. Program funding is also received from non-Federal project sponsors who
share in project costs according to formulas established by project authorization acts. A third source of
funding comes through the Support for Others Program, which is conducted under reimbursable agreements
with Federal agencies.

Entity Accounts:

General Funds

96X3112 Flood Control, Mississippi River and Tributaries
96X3121 General Investigations

96X3122 Construction, General

96X3123 Operation and Maintenance, General

963/73123  Operation and Maintenance, General (fiscal year)
96X3124 General Expenses
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96953124  General Expenses (fiscal year)

96X3125 Flood Control and Coastal Emergencies

963/73125  Flood Control and Coastal Emergencies (fiscal year)

96X3126 Regulatory Program

96X3128 Washington Aqueduct Capital Improvements

96003129  Payment to the South Dakota Terrestrial Wildlife Habitat Restoration Trust Fund 96X3130
FUSRAP

Revolving Funds
96X4902 Revolving Fund

Special Funds

96X 5007 Special Recreation Use Fees

96X5066 Hydraulic Mining in California, Debris

96X5090 Payments to States, Flood Control Act of 1954

96X5125 Maintenance and Operation of Dams and Other Improvements of Navigable Waters
96X5483 San Gabriel Basin Restoration Fund

Trust Funds

96X8217 South Dakota Terrestrial Wildlife habitat Restoration Trust Fund
96X8333 Coastal Wetlands Restoration Trust Fund

96X8861 Inland Waterways Trust Fund

96X8862 Rivers and Harbors Contributed and Advance Funds

96X 8868 Oil Spill Research

Transfer Funds

96 12X1105 State and Private Forestry, Forest Service

96 13X2050 Economic Development Administration

96 14X1039 Construction National Park Service

96 21X2020 OMA, American Samoa Projects

96 89X4045 Bonneville Power Administration

96 72 99/00 1021 Development Assistance, Agency for International Development
96 69X8083 Federal Aid Highways

Non-Entity:

Deposit Funds

96X6075 Withheld Allotment of Compensation for Payment of Employee Organization Dues
96X 6094 Advances from the District of Columbia

96X6134 Amounts Withheld for Civilian Pay Allotments

96X6145 Technical Assistance, United States Dollars Advanced from Foreign Government
96X6302 Moneys Withheld from Contractors

96X6500 Advances without Orders from Non-Federal Sources

96X6501 Small Escrow Amounts

96X6999 Accounts Payable, Check Issue Overdrafts

Clearing Accounts

96F3875 Budget Clearing Account

96F3880 Unavailable Check Cancellations and Overpayments
96F3886 TSP
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Receipt Accounts

960891 Miscellaneous fees for regulatory and judicial services, not otherwise classified
961099 Fines, Penalties, and forfeitures not otherwise classified

961435 General Fund Proprietary Interest, Not Otherwise Classified

963220 General Fund Proprietary Receipts. Not Otherwise Classified, All Other

965007 Special Recreation Use Fees

965066 Hydraulic Mining in California

965090 Receipts from leases of lands acquired for flood control, navigation, and allied purposes

965125 Licenses under Federal Power Act, Improvements of navigable water, maintenance and
operation of dams, etc., (50%)

The Corps of Engineers is including Coastal Wetlands Restoration Trust Fund in the Financial Statements
for FY 2001. The Trust Fund had not been included in previous years' financial statements. This account is
funded by transfers from the Aquatic Resources Trust Fund. Department of Transportation is the lead
agency for reporting the Aquatic Resources Trust Fund. The portion transferred to the Corps is not included
in Department of Transportation's financial statements. Therefore, we have included amounts for the Coastal
Wetlands Restoration Trust Fund in the Corps of Engineers financial statements.

1.C. Appropriations and Funds

The Civil Works Program receives Federal funding through annual Energy and Water Development
Appropriations Acts. Program funding also come from non-Federal project sponsors who share in project
costs according to formulas established by project authorization acts. A third source of funding comes
through the Supports for Others Program, which is conducted under reimbursable agreements with Federal
agencies.

In 1997, the Corps received borrowing authority from the Treasury for the next three years (1997 through
1999) to finance capital improvements to the Washington Aqueduct. Appropriation 96X3128 was estab-
lished to record financial transactions for these capital improvements.

The Corps' appropriations and funds are divided into the general, working capital (revolving funds), trust,
special and deposit funds. These appropriations and funds are used to fund and report how the resources
have been used in the course of executing the Corps' missions.

General funds are used for financial transactions arising under congressional appropriations, including per-
sonnel, operation and maintenance, research and development, procurement, and construction accounts.

Trust funds represent the receipt and expenditure of funds held in trust by the government for use in carrying
out specific purposes or programs in accordance with the terms of the donor, trust agreement, or statute.

Special funds account for receipts of the government that are earmarked for a specific purpose.

Deposit funds generally are used to (1) hold assets for which the Corps is acting as an agent or a custodian
or whose distribution awaits legal determination, or (2) account for unidentified remittances.

1.D. Basis of Accounting

Transactions are generally recorded on an accrual accounting basis and a budgetary basis as is required by
GAAP. Under the accrual method, revenues are recognized when earned and expenses are recognized when
a liability is incurred without regard to receipt or payment of cash. Budgetary accounting is accomplished
through unique general ledger accounts to facilitate compliance with legal and internal control requirements
associated with the use of federal funds.




Notes to the Principal Financial Statements

During fiscal year 1998, the Corps completed the deployment of the Corps of Engineers Financial
Management System (CEFMS) to all its divisions, districts, centers, laboratories and field offices. CEFMS
is a fully automated, comprehensive financial management system that simplifies the management of all
aspects of the Corps business, including civil, military revolving funds and reimbursable activity. The gen-
eral ledger chart of accounts in CEFMS was modified during fiscal year 2001 to be in compliance with the
United States Government Standard General Ledger.

In addition, the Corps identified programs based upon the major appropriation groups provided by Congress.

1.E. Revenues and Other Financing Sources

Financing sources for general funds are provided primarily through congressional appropriations that are
received on both an annual and a multiyear basis. When authorized, these appropriations are supplemented
by revenues generated by sales of goods or services through a reimbursable order process. The Corps recog-
nizes revenue as a result of costs incurred or services performed on behalf of other federal agencies and the
public. Revenue is recognized when earned under the reimbursable order process.

1.FE  Recognition of Expenses

For financial reporting purposes, the DoD policy requires the recognition of operating expenses in the period
incurred. Expenditures for capital and other long-term assets are not recognized as expenses until consumed
in the Corps' operations. Net increases or decreases in unexpended appropriations are recognized as a
change in the net position.

Certain expenses, such as annual and military leave earned but not taken, are financed in the period when
earncd.

1.G. Accounting for Intragovernmental Activities

The Corps, as an agency of the federal government, interacts with and is dependent upon the financial activi-
tics of the federal government as a whole. Therefore, these financial statements do not reflect the results of
all financial decisions applicable to the Corps as though the agency was a stand-alone entity.

The Corps' proportionate share of public debt and related expenses of the federal government is not includ-
ed. Debt issued by the federal government and the related costs are not apportioned to federal agencies.
The Corps' financial statements, therefore, do not report any portion of the public debt or interest thereon,
nor do the statements report the source of public financing whether from issuance of debt or tax revenues.

Financing for the construction of DoD facilities is obtained through budget appropriations. To the extent
this financing ultimately may have been obtained through the issuance of public debt, interest costs have not
been capitalized since the Department of the Treasury does not allocate such interest costs to the benefiting
agencies.

The Corps' civilian employees participate in the Civil Service Retirement System (CSRS) and the Federal
Employees Retirement Systems (FERS), while military personnel are covered by the Military Retirement
System (MRS). Additionally, employees and personnel covered by FERS and MRS also have varying cov-
erage under Social Security. The Corps funds a portion of the civilian and military pensions. Reporting
civilian pension under CSRS and FERS retirement systems is the responsibility of the Office of Personnel
Management (OPM). The Corps recognizes an imputed expense for the portion of civilian employee pen-
sions and other retirement benefits funded by the OPM in the Statement of Net Cost; and recognizes corre-
sponding imputed revenue from the civilian employee pensions and other retirement benefits in the
Statement of Changes in Net Position.

The Department reports the assets, funded actuarial liability, and unfunded actuarial liability for the military
personnel in the Military Retirement Fund (MRF) financial statements. The Department recognizes the
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actuarial liability for the military retirement health benefits in the Other Defense Organization column of the
DoD Agency-wide statements.

To prepare reliable financial statements, transactions occurring between entities within the Department or
between two or more federal agencies must be eliminated. For FYs 1999, 2000 and 2001, the Corps provid-
ed summary seller-side balances for revenue, accounts receivable, and unearned revenue to the buyer-side
internal DoD accounting offices and required the adjustment of the buyer-side records to recognize
unrecorded costs and accounts payable. Intra-DoD intragovernmental balances were then eliminated.

The Department of the Treasury, Financial Management Service (FMS) is responsible for eliminating trans-
actions between the Department and other federal agencies. In September 2000, the Department of the
Treasury, FMS issued the "Federal Intragovernmental Transactions Accounting Policies and Procedures
Guide." The Corps implemented the policies and procedures in this guide related to reconciling intragovern-
mental assets, liabilities, revenues, and expenses for non-fiduciary transactions. In addition, the Corps
implemented the policies and procedures contained in the "Intragovernmental Fiduciary Transactions
Accounting Guide," as updated by the "Federal Intragovernmental Transactions Accounting Policies and
Procedures Guide," for reconciling intragovernmental transactions pertaining to investments in federal secu-
rities, borrowings from United States (U.S.) Treasury and the Federal Financing Bank, Federal Employees'
Compensation Act transactions with the Department of Labor (DoL), and benefit program transactions with
the OPM.

1.H. Transactions with Foreign Governments and International Organizations

Each year, the DoD Components sell defense articles and services to foreign governments and international
organizations, primarily under the provisions of the "Arms Export Control Act of 1976." Under the provi-
sions of the Act, the Department has authority to sell defense articles and services to foreign countries and
international organizations, generally at no profit or less to the U. S. Government. Customers may be
required to make payments in advance.

1.I.  Funds with the U.S. Treasury

The Corps' financial resources are maintained in U.S. Treasury accounts. The majority of cash collections,
disbursements, and adjustments are processed worldwide at the Defense Finance and Accounting Service
(DFAS) and Military Services and the U. S. Army Corps of Engineers (USACE) disbursing stations, as well
as the Department of State financial service centers. Each disbursing station prepares monthly reports,
which provide information to the U.S. Treasury on check issues, electronic transfers, interagency transfers
and deposits.

In addition, the USACE Finance Center submit reports to the Department of the Treasury, by appropriation,
on interagency transfers, collections received and disbursements issued. The Department of the Treasury
then records this information to the applicable Fund Balance with Treasury (FBWT) account maintained in
the Treasury's system. Differences between the Corps recorded balance in the FBWT accounts and
Treasury's FBWT accounts sometimes result and are subsequently reconciled. Material disclosures are pro-
vided at note 3.

1J. Foreign Currency
The Corps conducts operations overseas. Foreign Currency fluctuations require adjustment to the original
obligation amount at the time of payment. These currency fluctuations are not separately identified.

1.K. Accounts Receivable

As presented in the Balance Sheet statement, accounts receivable includes accounts, claims, and refunds
receivable from other federal entities or from the public. Allowances for uncollectible accounts due from
the public are based upon analysis of collection experience by fund type. The Department does not recog-
nize an allowance for estimated uncollectible amounts from other federal agencies. Claims against other
federal agencies are to be resolved between the agencies. Material disclosures are provided at note 5.




Notes to the Principal Financial Statements

1.L. Loans Receivable. As Applicable.
Not Applicable to the Corps of Engineers, Civil Works Fund

1.M. Inventories and Related Property
Inventories are reported at approximate historical cost based on a moving weighted average based on actual
cost divided by quantity. The method of valuation was misstated in previous years' statements.

The stock record accounting system in CEFMS is designed to allow the timely flow of supplies to the
requesting customer while providing necessary controls to preclude over-stocking and zero balances.
Controls also exist within the system to automatically generate requisitions in order to replenish stock to
maintain authorized stockage levels. A perpetual record of inventory is maintained to allow for recomputa-
tion of the average unit cost, as new receipts are recorded.

Material disclosures related to inventory and related property are provided at Note 9.

1.N. Investments in U.S. Treasury Securities

Investments in U. S. Government securities are reported at cost, net of unamortized premiums or discounts.
Premiums or discounts are amortized into interest income over the term of the investment using the effective
interest rate method or other method if similar results are obtained. The Corps' intent is to hold investments
to maturity, unless they are needed to finance claims or otherwise sustain operations. Consequently, a provi-
sion is not made for unrealized gains or losses on these securities, because in the majority of cases, they are
held to maturity. Amounts reported reflect the value of investments in the South Dakota Terrestrial Wildlife
Habitat Restoration, Inland Waterways and Harbor Maintenance Trust Fund accounts, which are managed by
the Treasury Department. Material disclosures are provided at Note 4.

1.0. General Property, Plant and Equipment

General property, plant, and equipment (PP&E) assets are capitalized at historical acquisition cost plus capi-
talized improvements when an asset has a useful life of 2 or more years, and when the acquisition cost
equals 1§ for real property and $25,000 for personal property.

All General PP&E, other than land, is depreciated on a straight-line basis. Land is not depreciated.

When it is in the best interest of the government, the Corps provides to contractors government property
necessary to complete contract work. Such property is either owned or leased by the Corps, or purchased
directly by the contractor for the government based on contract terms. When the value of contractor pro-
cured General PP&E exceeds the DoD capitalization threshold, such PP&E should be included in the value
of General PP&E reported on the Corps' Balance Sheet. The Department recently completed a study that
indicates that the value of General PP&E above the DoD capitalization threshold and not older than the DoD
Standard Recovery Periods for depreciation, and that is presently in the possession of contractors, is not
material to the Department's financial statements. Regardless, the Department is developing new policies
and a contractor reporting process that will provide appropriate General PP&E information for future finan-
cial statement reporting purposes. Accordingly, the Corps currently reports only government property in the
possession of contractors that is maintained in the Corps property systems.

To bring the Corps into compliance with federal accounting standards, the Department has issued new prop-
erty accountability and reporting regulations that require the DoD Components to maintain, in DoD
Component property systems, information on all property furnished to contractors. This action and other
DoD proposed actions are structured to capture and report the information necessary for compliance with
federal accounting standards.

Material disclosures are provided at Note 10.
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1.P  Advances and Prepayments

Payments in advance of the receipt of goods and services are recorded as advances or prepayments and
reported as an asset on the Balance Sheet. Advances and prepayments are recognized as expenditures and
expenses when the related goods and services are received.

1.Q. Leases

Generally, lease payments are for the rental of equipment, space, and operating facilities and are classified as
cither capital or operating leases. When a lease is essentially equivalent to an installment purchase of prop-
erty (a capital lease) and the value equals or exceeds the current DoD capitalization threshold, the applicable
assct and liability are recorded. The amount recorded is the lesser of the present value of the rental and
other lease payments during the lease term, excluding that portion of the payments representing executory
costs paid to the lessor, or the asset's fair value. Leases that do not transfer substantially all of the benefits
or risks of ownership are classified as operating leases and recorded as expenses as payments are made over
the lease terms.

1.R.  Other Assets

The Corps conducts business with commercial contractors under two primary types of contracts-fixed price
and cost reimbursable. To alleviate the potential financial burden on the contractor that long-term contracts
can cause, the Corps provides financing payments. One type of financing payment that the Corps makes, for
real property, is based upon a percentage of completion. In accordance with the SFFAS No. 1, "Accounting
for Selected Assets and Liabilities," such payments are treated as construction in process and are reported on
the General PP&E line and in note 10, General PP&E, Net. In addition, based on the provision of the
Federal Acquisition Regulation, the Corps makes financing payments under fixed price contracts that are not
based on a percentage of completion. The Corps reports these financing payments as advances or prepay-
ments in the "Other Assets" line item. The Corps treats these payments as advances or prepayments because
the Corps becomes liable only after the contractor delivers the goods in conformance with the contract
terms. If the contractor does not deliver a satisfactory product, the Corps is not obligated to reimburse the
contractor for its costs and the contractor is liable to repay the Corps for the full amount of the advance.

1.8. Contingencies and Other Liabilities

The SFFAS No. 5, "Accounting for Liabilities of the Federal Government," defines a contingency as an
existing condition, situation, or set of circumstances that involves an uncertainty as to possible gain or loss
to the Corps. The uncertainty will be resolved when one or more future events occur or fail to occur. A
contingency is recognized as a liability when a past event or exchange transaction has occurred, a future loss
is probable and the amount of loss can be reasonably estimated. Financial statement reporting is limited to
disclosure when conditions for liability recognition do not exist but there is at least a reasonable possibility
that a loss or additional loss will be incurred. Examples of loss contingencies include the collectibility of
receivables, pending or threatened litigation, possible claims and assessments. The Corps' loss contingencies
arising as a result of pending or threatened litigation or claims and assessments occur due to events such as
ship and vehicle accidents, property or environmental damages, and contract disputes.

1.T.  Accrued Leave

Civilian annual leave and military leave are accrued as earned and the accrued amounts are reduced as leave
is taken. The balances for annual and military leave at the end of the fiscal year reflect current pay rates for
the leave that is earned but not taken.

1.U. Net Position

Net Position consists of unexpended appropriations and cumulative results of operations. Unexpended
appropriations represent amounts of authority which are unobligated and have not been rescinded or with-
drawn, and amounts obligated but for which legal liabilities for payments have not been incurred.




Notes to the Principal Financial Statements

Cumulative results of operations represents the difference, since inception of an activity, between expenses
and losses and financing sources including appropriations, revenue, and gains. Beginning with FY 1998,
this included the cumulative amount of donations and transfers of assets in and out without reimbursement.

1.V. Treaties for Use of Foreign Bases
The Corps has no existing treaties for use of foreign bases.

1.W. Comparative Data

Beginning in FY 2001, the U.S. Army Corps of Engineers will present the current and previous year's finan-
cial data for comparative purposes. This data will be presented in the financial statements, as well as in the
notes to the principal statements.

1.X. Unexpended Obligations

The Corps records obligations for goods and services that have been ordered but not yet received. No liabil-
ity for payment has been established in the financial statements because goods/services have yet to be deliv-
ered.

Note 2. Assels

As of September 30, 2001 2000

{Amounts in thousands) Nonentity Entity Total

1. Intragovernmental Assets:
A. Fund Balance with Treasury $22,832 $2,515,158 $2,537,990 $2,404,315
B. Investments 0 2,255,539 2,255,539 2,075,561
C. Accounts Receivable 1 476,540 476,541 151,301
D. Other Assets 0 0 0 0
E. Total Intragovernmental Assets $22,833 $5,247237 $5,270,070 $4,631,177

2. Nonfederal Assets:
A. Cash and Other Monetary Assets $3,390 $0 $3,990 $965
B. Accounts Receivable 933,378 94,910 1,028,288 1,050,363
C. Loans Receivable 0 0 0 0
D. Inventory & Related Property 0 54,719 54,719 59,469
E. General Property, Plant and Equipment 0 34,818,281 34,818,281 34,538,092
F. Other Assets 0 16,190 16,190 79,891
G. Total Nonfederal Assets $937,368 $34,984,100 $35,921,468 $35,728,780

3. Total Assets: $960,201 $40,231,337 $41,191,538 $40,359,957

4. Other Information:

Line 1A - Federal nonentity Fund Balance with Treasury consists of amounts collected into deposit, sus-
pense and clearing accounts.Line 2B - Nonfederal nonentity accounts receivable represents all current
and non-current receivables due from non-federal sources, net of allowance for estimated uncollectible
accounts. Other non-entity receivables include $1 billion in long-term receivables due from state and
local municipalities for water storage contracts, $7.9 million in current receivables due from the state
and local municipalities for water storage, $.4 million in accrued interest receivable with the water stor-
age contracts, $1.7 million in claims receivable, and $1.7 million in long-term receivable for hydraulic
mining. The additional $.6 million represents amount due from the leasing of land acquired for flood
control purposes. The allowance for doubtful accounts totals $1.7 million. Receipts are deposited with
the Department of Treasury and are, therefore, identified as nonentity.Investments net of premiums and
discounts increased by $180 million or 9% during FY01. Eighty-five percent of the increase was from
the Harbor Maintenance Trust Fund. Investments net of premiums and discounts increased by $151 mil-
lion. This increase was funded in part by an increase in receipts of $50 million and a decrease in trans-
fers out to other government agencies of $42 million. The increase in receipts is primarily from excise
taxes on imports and exports. Investment discounts also decreased by $23 million of 45% because more
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funds from maturing treasury bills were invested in one-day securities. A review of monthly investment
activity shows that more funds were available for investment in September. The average monthly trans-
fer to the Corps of Engineers was $54 million in FYO1 but the actual September transfer to the Corps
was $17 million.Line 2F - Other Entity Assets includes $7 million in land and $55 million in structures
and facilities awaiting disposition or sale, and $10 million in cost for cultural resources preservation.

Note 3. Fund Balance with Treasury

As of September 30, 2001 2000

(Amounts in thousands)
1. Fund Balances:

A. Appropriated Funds $1,351,271 $1,230,972
B. Revolving Funds 849,577 855,237
C. Trust Funds 11,129 919
D. Other Fund Types 326,013 317,188
E. Total Fund Balances $2,537,990 $2,404,316
2. Fund Balances Per Treasury Versus Agency:
A. Fund Balance per Treasury $2,5632,474 $2,404,93
B. Fund Balance per USACE 2,5637990 2,404,316
C. Reconciling Amount ($5,516) $620

3. Explanation of Reconciliation Amount:

Fund Balance per USACE includes $6,102,340.15 and $533.57 cash reported by Treasury for Inland
Waterways and Harbor Maintenance Trust Funds, for which the Corps is identified as the lead agency
for reporting. Funds Balance per USACE also includes ($591,652.29) Disbursing Officer's Cash trans-
actions during FY2001.

Fund Balance per USACE excludes ($4.7) thousand shown on the TFS 6654 in account 96F3880. This
amount was posted by Treasury and not yet recorded in the USACE balance.

4. Other Information Related to Fund Balance with Treasury:
Receipts in the amount of $133.6 million that were returned to Treasury during fiscal year 2001 are not
reflected in these financial statements.

Fund Balance per USACE includes $11.7 million in transfer appropriations that were not reported by the
Corps on the FMS 2108. Those transfer appropriations are reported by the parent agencies on the FMS
2108. The parent agencies are Department of Energy, Department of Transportation, and Department of
Commerce. However, these appropriations must be included in the financial statements of the receiving
entity. Therefore, we have included financial data for transfer appropriations in our financial statements
for the period ending September 30, 2001.

Fund Balance Per Treasury includes funds available in appropriation 96X6094 in the amount of $7.9
million. This account was established to record operating costs at the Washington Aqueduct which are
reimbursed by local municipalities. Since funding is used in operations, the balance is included with
entity assets.

Line 1D - Other Fund types consists of $23.4million in deposit suspense and clearing accounts that are
not available to finance the Corps' activities, $4.5 million in borrowing authority, $299 million in con-
tributed funds, and (.6) million in Disbursing Officer's Cash transactions.




Notes to the Principal Financial Statements

Note 4. Investments

2001 2000
Amortized
As of September 30, Cost Amortization (Premium/ Investments, Market Value Investments,
(Amounts in thousands) Method Discount) Net Disclosure Net
1. Intragovernmental Securities:
A. Marketable $0 $0 $0 $0 | $2,070,889
B. Non-Marketable, Par Value 0 0 0 0 0
C. Non-Marketable,
Market-Based 2,252,093 SL (1,247) 2,250,846  2,250,8460 0
D. Subtotal $2,252,093 ($1,247) $2,250,846 $2,250,846 | $2,070,889
E. Accrued Interest $4,693 $4,693 $4,693 $4,672
F. Total Intragovernmental
Securities $2,256,786 ($1,247) $2,255,538 $2,255,539 | $2,075,561

2. Other Information:

Investments for the Inland Waterways, Harbor Maintenance, and South Dakota Terrestrial Wildlife
Habitat Restoration Trust Funds are reported by the Treasury and included in U.S. Army Corps of
Engincers' Financial Statements. Investment amounts include $408 million in Inland Waterways, $1800
million in Harbor Maintenance and $32 million in the South Dakota Terrestrial Wildlife account.

It is the intent to hold investments until maturity unless they are needed to sustain operations.
Provisions are not made for unrealized gains or losses on these securities. The Trust Funds use the same
method that conforms to the prevailing practice in the financial community to determine the amortized
book value of investments currently held and the related effective interest yield on investments. These
calculated yields agree with yields published in the security tables of U. S. Treasury securities.

These types of investments are recorded at cost, net of unamortized premiums or discounts. Premiums
or discounts are amortized into interest income over the term of the investment. Investment decisions
for these funds are made by the managing entity, in this case the Department of the Treasury.

Investments were incorrectly reported as marketable in FY 2000. Upon confirmation from Treasury,
investments are now reported as Non-Marketable, Market-Based.

Note 5. Accounts Receivable

2001 2000
As of September 30, Gross Allowance for Accounts Accounts
{Amounts in thousands) Amount Due Estimated Collectibles Receivable, Net Receivable, Net
1. Intragovernmental Receivables: $476,541 N/A $476,541 $151,301
2. Nonfederal Receivables
(From the Pubilic): $1,029,978 ($1,690) $1,028,288 $1,050,363
3. Total Accounts Receivable: $1,506,519 ($1,690) $1,504,829 $1,201,664

4. Allowance method:

The method of calculating the allowance for estimated uncollectibles is based on the aging of receiv-
ables and application of pre-determined percentages. Average percentages were calculated based on
write-off to outstanding public accounts receivable during prior fiscal years.The Code of Federal
Regulations (4CFR 101) prohibits the write-off of receivables from another federal agency. As such, no
allowance for estimated uncollectible amounts is recognized for these receivables.

5. Other information:
Accounts receivable represents all current receivables due from federal and non-federal sources, net of
allowance for estimated uncollectible accounts. The amount of public receivables over 180 days old is
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$129.1 million. Receivables with the public include $24.3 million in accrued interest on delinquent
receivables. No public receivables have been submitted to the Department of Justice for opinion. The
amount of intragovernmental receivables over 180 days old is $18.1 million. No intragovernmental
receivables have been submitted to the General Accounting office for opinion. The Corps was able to
compare its accounts receivable balances with the accounts payable balances of its intragovernmental
trading partners. No material differences were identified.

FY 2001 amount includes $1 billion in long-term accounts receivable associated with water storage con-
tracts.

The amount of Public Receivables on the Report on Receivables Due from Public is $1,346 million.
The difference is attributed to $154 million adjustment for long-term receivables, which was already
reflected in the beginning balance, and therefore included in the total twice on the report, $ 169.7 mil-
lion in duplicate receivables included on the report, $7.7 million in current portion of long-term receiv-
ables not included on the report, $1.7 million allowance for estimated uncollectibles not included on the
report, and $14 thousand for work in progress amounts not included on the receivables report.

The Allowance for Estimated uncollectibles increased $.6 million from FY 2000. This increase is attrib-
uted to a larger number of past due public receivables and an increase in the amount of receivables in
the age category that has a higher allowance percentage.

Note 6. Other Assets

As of September 30, 2001 2000
{Amounts in thousands)

1. Intragovernmental Other Assets:

A. Advances and Prepayment $0 $0

B. Other Assets 0 0

C. Total Intragovernmental Other Assets $0 $0
2. Nonfederal Other Assets:

A. Outstanding Contract Financing Payments $0 $0

B. Other Assets (With the Public) 16,190 79,891

C. Total Nonfederal Other Assets $16,190 $79,891
3. Total Other Assets: $16,190 $79,891

4. Other Information Related to Other Assets:
Line 2B - Other Assets (With the Public) include $10 million in cost for archaeological and cultural
resource preservation.

Note 7. Cash and Other Monetary Assets

As of September 30, 2001 2000
(Amounts in thousands)

1. Cash $622 $819
2. Foreign Currency (non-purchased) 3,368 146
3. Other Monetary Assets 0 0
4. Total Cash, Foreign Currency, & Other Monetary Assets $3,990 $965

5. Other Information Pertaining to Entity Cash & Other Monetary Assets:
Line 1 - This amount consists solely of Disbursing Officers' Cash and reconciles to Note 15A Line 1.E
and the Statement of Accountability.

Line 2 - The Corps translates foreign currency to U. S. dollars utilizing the Department of the Treasury
Prevailing Rate of Exchange. This rate is the most favorable rate that would legally be available to the U. S.
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Government's acquisition of foreign currency for its official disbursements and accommodation of exchange
transactions. The increase of $3.2 million was incorrectly reported by Japan District as entirely Civil Works.
The amount includes the Military portion of foreign currency and will be corrected in FY 2002.

Note 8. A. Direct Loan and/or Loan Guarantee Programs
The Corps participates in Military Housing Privatization Initiatives only from our military funded accounts.
Therefore, these Civil Works Financial Statements reflect no activity in this area.

Note 8.B. Direct Loans Obligated After FY 1991
The Corps participates in Military Housing Privatization Initiatives only from our military funded accounts.
Therefore, these Civil Works Financial Statements reflect no activity in this area.

Note 8.C. Total Amount of Direct Loans Disbursed
The Corps participates in Military Housing Privatization Initiatives only from our military funded accounts.
Thercfore, these Civil Works Financial Statements reflect no activity in this area.

Note 8.D. Subsidy Expense for Post-1991 Direct Loans
The Corps participates in Military Housing Privatization Initiatives only from our military funded accounts.
Therefore, these Civil Works Financial Statements reflect no activity in this area.

Note 8.E. Subsidy Rate for Direct Loans
The Corps participates in Military Housing Privatization Initiatives only from our military funded accounts.
Therefore, these Civil Works Financial Statements reflect no activity in this area.

Note 8.F Schedule for Reconciling Subsidy Cost Allowance Balances for Post-1991
Direct Loans

The Corps participates in Military Housing Privatization Initiatives only from our military funded accounts.

Therefore, these Civil Works Financial Statements reflect no activity in this area.

Note 8.G. Defaulted Guaranteed loans from Post-1991 Guarantees
The Corps participates in Military Housing Privatization Initiatives only from our military funded accounts.
Therefore, these Civil Works Financial Statements reflect no activity in this area.

Note 8.H. Guaranteed Loans Outstanding
The Corps participates in Military Housing Privatization Initiatives only from our military funded accounts.
Therefore, these Civil Works Financial Statements reflect no activity in this area.

Note 8.1. Liability for Post-1991 Loan Guarantees, Present Value
The Corps participates in Military Housing Privatization Initiatives only from our military funded accounts.
Therefore, these Civil Works Financial Statements reflect no activity in this area.

Note 8.J. Subsidy Expense for Post-1991 Loan Guarantees
The Corps participates in Military Housing Privatization Initiatives only from our military funded accounts.
Therefore, these Civil Works Financial Statements reflect no activity in this area.
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Note 8.K. Subsidy Rate for Loan Guarantees
The Corps participates in Military Housing Privatization Initiatives only from our military funded accounts.
Therefore, these Civil Works Financial Statements reflect no activity in this area.

Note 8.L. Schedule for Reconciling Loan Guarantee Liability Balances for Post-
1991 Loan Guarantees

The Corps participates in Military Housing Privatization Initiatives only from our military funded accounts.

Therefore, these Civil Works Financial Statements reflect no activity in this area.

Note 8.M. Administrative Expense
The Corps participates in Military Housing Privatization Initiatives only from our military funded accounts.
Thercfore, these Civil Works Financial Statements reflect no activity in this area.

Note 9. Inventory and Related Property

As of September 30, 2001 2000
{Amounts in thousands)

1. Inventory, Net (Note 9.A.) $54,420 $59,287
2. Operating Materials & Supplies, Net (Note 9.B.) 299 182
3. Stockpile Materials, Net (Note 9.C.) 0 0
4. Total $54,719 $59,469

Note 9.A. Inventory, Net

2001 2000

As of September 30, Inventory Revaluation Valuation
(Amounts in thousands} Gross Value Allowance Inventory, Net Inventory, Net Method
1. Inventory Categories:

A. Available and Purchased for

Resale $95,225 ($47,882) $47,343 $53,191

B. Held for Repair 0 0 0 0

C. Excess, Obsolete, and

Unserviceable 55 (55) 0 8 NRV

D. Raw Materials 0 0 0 0

E. Work in Process 7077 0 7,077 6,088

F Total $102,357 ($47.937) $54,420 $59,287

Legend for Valuation Methods:

Adjusted LAC = Latest Acquisition Cost, adjusted for holding gains and losses holding gains and losses
NRV = Net Realizable Value

O = Other

SP = Standard Price

AC = Actual Cost

2. Restrictions of Inventory Use, Sale, or Disposition:
Inventory may be sold to foreign, state and local governments, private parties and contractors in accor-
dance with current policies and guidance or at the direction of the U. S. President. Otherwise, there are
no restrictions on the use, sale or disposition of inventory.

3. Other Information:

The inventory valuation method is based on a moving weighted average based on actual cost divided by
quantity. A perpetual record of inventory is maintained to allow for recomputation of the average unit
cost as new receipts are recorded. The method of valuation was misstated in previous years' statements
as Latest Acquisition Cost.
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Inventory is tangible personal property that is (1) held for sale, (2) in the process of production for sale
or (3) to be consumed in the production of goods for sale or in the provision of services for a fee.
"Inventory held for Current Sale" is that expected to be sold in the normal course of operations. "Excess
Inventory" is that which exceeds the demand expected in the normal course of operations and which
does not meet management's criteria to be held in reserve for future sale. "Obsolete Inventory" is that
which no longer is needed due to changes in technology, laws, customs or operations. "Unserviceable
Inventory" is damaged inventory that is more economical to dispose of than to repair.

The inventory data reported on the financial statements is derived from the Corps of Engineers Financial
Management System (CEFMS). CEFMS is a comprehensive system that is designed to capture and
maintain historical cost data necessary to fully comply with the Statement of Federal Financial
Accounting Standards Number 3, "Accounting for Inventory and Related Property.

Line 1C - Excess, Obsolete, and Unserviceable. Revaluation is determined using 1.9% of the gross as
the net realizable value, based in DFAS memorandum DFAS-DAC, dated 23 August 2001, subject: FY
2002 Supply Management Inventory Adjustment Factors, signed by Robert McNamara. The memo
states, in part, "items stratified as potential reutilization/disposal stock and items no longer economically
repairable is revised to 1.9 percent of the LAC for FY 2001 yearend reporting."”

Note 9.B. Operating Materials and Supplies, Net

2001 2000
As of September 30, Revaluation Valuation
{Amounts in thousands) OM&S Amount Allowance OMA&S, Net OM&S, Net Method
1. OMA&S Categories:
A. Held for Use $299 $0 $299 $182
B. Held for Repair 0 0 0 0
C. Excess, Obsolete, and
Unserviceable 0 0 0 0
D. Total $299 $0 $299 $182

Legend for Valuation Methods:

Adjusted LAC = Latest Acquisition Cost, adjusted for holding gains and losses holding gains and losses
NRYV = Net Realizable Value

O = Other

SP = Standard Price

AC = Actual Cost

2. Restrictions on Operating Materials & Supplies:

There are no restrictions on operating materials and supplies. The valuation method is based on a mov-
ing weighted averaged based on actual cost divided by quantity. The valuation method was misstated in
previous years' statements .

3. Other Information:
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Note 9.C. Stockpile Materials, Net

2001 2000
As of September 30, Stockpile Allowance Stockpile Stockpile Valuation
{Amounts in thousands) Materials Amount _ for Gains {Losses) Materials Net Materials, Net Method
1. Stockpile Materials Categories:
A. Held for Sale $0 $0 $0 $0
B. Held in Reserve for
Future Sale 0 0 0 0
C. Total Stockpile
Materials, Net $0 $0 $0 $0

Legend for Valuation Methods:

Adjusted LAC = Latest Acquisition Cost, adjusted for holding gains and losses holding gains and losses
NRV = Net Realizable Value

O = Other

SP = Standard Price

AC = Actual Cost

2. Restrictions on Stockpile Materials:

3. Other Information:

Note 10. General PP&E, Net

2001 2000
Depreciation/ (Accumulated)
As of September 30, Amortization Acquisition Depreciation Net Book Prior FY Net
(Amounts in thousands) Method Service Life Value Amortization) Value Book Value
1. Major Asset Classes:
A. Land N/A N/A $7,876,387 N/A $7,876,387 $7,801,562
B. Buildings, Structures,
and Facilities S/L 20-100 29,755,018 ($12,526,962) 17,228,056 18,324,584
C. Leasehold
improvements S/L 5-lease term 1,334 (867) 467 589
D. Software S/ 2-10 54,567 (18,765) 35,802 34,708
E. Equipment S/ 5-100 1,142,292 (532,380) 609,912 610,325
F. Assets Under Capital
Lease! S/L lease term 0 0 0 0
G. Construction-in-Progress N/A N/A 9,043,763 N/A 9,043,763 7,753,407
H. Other 23,894 0 23,894 12,916
. Total General PP&E $47.897.255  ($13,078,974) $34,818,281 |$34,538,091

"Note 15.B for additional information on Capital Leases

Legend for Valuation Methods:
S/L = Straight Line N/A = Not Applicable

2. Other Information:

Line 1A - Land. $2 billion previously identified as intangible assets has been reclassified as land.

These assets are comprised of historical costs associated with the acquisition of land in conjunction with
power projects. Costs were originally classified as intangible assets in order to comply with Federal
Energy Regulatory Commission guidelines on cost recovery. However, the decision was made that these
costs were improperly classified in accordance with SFFAS No. 6, "Accounting for Property, Plant and
Equipment", as they were part of the initial acquisitions cost of the land and should have been classified
as such. We have also made a reversing entry for current year amortization in our fiscal year 2001 state-
ments to properly reflect the effect of the transfer into land (category 00) where accumulated deprecia-
tion is inappropriate.
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Line 1 B - Buildings, Structures, and Facilities. An adjustment of $401.7 million was made to the
Buildings and Structures Net Book Value due to subsequent audit findings that acquisition value had
been overstated and accumulated depreciation had been understated.

Line 1 G - Construction-in-Progress. The increase of $1.3 billion is attributed to contract progress pay-
ments (ENG Form 93).

Line 1H - Other. Other assets represent property awaiting disposition or sale.

The service lives for our multiple purpose project assets are derived from guidance provided by the
Federal Energy Regulatory Commission based on industry standards.

Note 10.A. Assets Under Capital Lease
Not Applicable to the Corps of Engineers, Civil Works Fund

Note 11.  Liabilities Not Covered by Budgetary Resources

2001 2000
Covered Not Covered by

As of September 30, by Budgetary by Budgetary

(Amounts in thousands) Resources Resources Total

1. Intragovernmental Liabilities:
A. Accounts Payable $92,731 $0 $92,731 $87,543
B. Debt 692 29,820 30,512 18,212
C. Environmental Liabilities 0 0 0 0
D. Other 31,616 1,135,701 1,167,317 1,166,330
E. Total Intragovernmental Liabilities $125,039 $1,165,521 $1,290,560 $1,272,085

2. Nonfederal Liabilities:

A. Accounts Payable $505,326 $0 $505,326 $585,937

B. Military Retirement Benefits and
Other Employment-Related

Actuarial Liabilities 0 0 0 0

C. Environmental Liabilities 0 0 0 0

D. Loan Guarantee Liability 0 0 0 0

E. Other Liabilities 543,018 33,504 576,522 497,833

F. Total Nonfederal Liabilities $1,048,344 $33,504 $1,081,848 $1,083,770

3. Total Liabilities: $1,173,383 $1,199,025 $2,372,408 $2,355,855

4. Other Information: :

Line 1D - Intragovernmental other unfunded liabilities includes $35 million to offset interest and
accounts receivable which, when collected, will be returned to the Treasury. Judgment fund liabilities in
the amount of $103.61 million and the FY 2001 Workmen's Compensation liabilities in the amount of
$43 million are also recognized as unfunded. Also included is the deferred credit liability in the amount
of $1.1 billion representing future revenue from long term receivables recorded for water storage con-
tracts.

Line 2B - The Actuarial Liability for Federal Employee's Compensation Act (FECA) is not included.
The Department of Labor is unable to furnish a figure for FECA liability specific to the Corps of
Engineers.

Line 2E - Other Liabilities (Covered) includes $335.8 million in accrued funded payroll and leave, $43
million in contract holdbacks, $17.8 million in employer contributions and payroll taxes, $77.5 million
in contributed funds, mainly from state and local municipalities for work to be done on a cost-share
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basis, $41.8 million is maintained to fund contingent liabilities arising from casualty losses, $27 million
in deposit fund and clearing account liabilities. Other Liabilities (Not Covered) includes $44.7 million

in offsets to receivables that will be returned to Treasury when collected, $1.7 million in deferred credit
for long term receivable for hydraulic mining, and .6 million in Disbursing Officer's cash.

Note 12. Accounts Payable

2001 2000
As of September 30, Accounts Interest, Penatties, and
(Amounts in thousands) Payable Administrative Fees Total Total
1. Intragovernmental Payables: $92,731 N/A $92,731 $87,543
2. Nonfederal Payables (to the Public): $505,326 $0 $505,326 $585,937
3. Total $598,057 $0 $598,057 $673,480

4. Other Information:

The Corps has no known delinquent accounts payable, therefore no amount is reported for interest,
penalties, and administrative fees. During FY 2001, the Corps paid $497 thousand in interest, from
Civil Works appropriations, on payments of $3.5 billion subject to the Prompt Payment Act (.014%).

An adjustment of $161.1 million was made to Nonfederal Payables due to subsequent audit findings that
accruals had been recorded in the incorrect period.

Note 13. Debt

2001 2000

As of September 30 Beginning Net Ending Ending
(Amounts in thousands) Balance Borrowings Balance Balance
1. Public Debt:

A. Held by Government Accounts N/A N/A N/A N/A

B. Held by the Public N/A N/A N/A N/A

C. Total Public Debt ’ N/A N/A N/A N/A
2. Agency Debt:

A. Debt to the Treasury $18,490 $12,022 $30,512 $18,212

B. Debt to the Federal Financing Bank 0 0 0 0

C. Debt to Other Federal Agencies 0 0 0 0

D. Total Agency Debt $18,490 $12,022 $30,512 $18,212
3. Total Debt: $18,490 $12,022 $30,512 $18,212
4. Classification of Debt:

A. Intragovernmental Debt $30,512 $18,212

B. Nonfederal Debt N/A N/A

C. Total Debt $30,512 $18,212

5. Other Information:

During fiscal years 1997, 1998, and 1999, the Corps of Engineers executed three promissory notes total-
ing $75 million with the Department of the Treasury. Funds provided were used for capital improve-
ments to the Washington Aqueduct. Funding to repay the debt is provided by Arlington County and
Falls Church, Virginia, and the District of Columbia. Actual drawdown of funds has been made from
the Treasury in the amount of $63.1 million. Principal repayments as of September 30, 2001 total $33.3
million. $692,425.43 represents accrued interest payable at September 30, 2001.

During fiscal year 2001, actual drawdown of funds from the Treasury totals $20.2 million. Principal
repayments during fiscal year 2001 total $8 million.




Notes to the Principal Financial Statements

Note 14. Environmental Liabilities and Environmental Disposal Liabilities
Not Applicable to the Corps of Engineers, Civil Works Fund

Note 15.A. Other Liabilities

2001 2000
As of September 30, Current Liability Noncurrent Liability Total Total
{Amounts in thousands)
1. Intragovernmental:
A. Advances from Others $21,490 $0 $21,490 $24,072
B. Deferred Credits 0 991,343 991,343 1,015,762
C. Deposit Funds and Suspense Account
Liabilities 0 0 0 0
D. Resources Payable to Treasury ] 0 0 0
E. Disbursing Officer Cash 649 0 649 965
F. Nonenvironmental Disposal Liabilities:
(1) ND PP&E (Nonnuclear) 0 0 0 0
(2) Excess/Obsolete Structures 0 0 0 0
(3) Conventional Munitions Disposal 0 0 0 0
(4) Other 0 0 0 0
G. Accounts Payable-- Cancelled
Appropriations 0 0 0 0
H. Judgement Fund Liabilities 103,618 0 103,618 12,637
I. FECA Reimbursement to the
Department of Labor 16,624 23,554 40,178 43,601
J. Capital Lease Liability 0 0 0 0
K. Other Liabilities 10,039 0 10,039 69,293
L. Tota! Intragovernmental Other Liabilities ~ $152,420 $1,014,897 $1,167,317 $1,166,330
2. Nonfederal:
A. Accrued Funded Payroli and Benefits $353,707 $0 $353,707 $322,324
B. Advances from Other 77527 0 77527 74,670
C. Deferred Credits 6 0 6 0
D. Loan Guarantee Liability 0 0 0 0
E. Liability for Subsidy Related to
Undisbursed Loans 0 0 o] 0
F. Deposit Funds and Suspense Accounts 27,010 0 27,010 23,199
G. Temporary Early Retirement Authority 0 0 0 0
H. Nonenvironmental Disposal Liabilities:
(1) ND PP&E (Nonnuclear) 0 0 0 0
(2) Excess/Obsolete Structures 0 0 0 0
(3) Conventional Munitions Disposal 0 0 0 0
(4) Other 0 0 0 0
1. Accounts Payable--Cancelled Appropriations 0 0 0 0
J. Accrued Unfunded Annual Leave 0 0 0 0
K. Accrued Entitlement Benefits for Military
Retirees and Survivors 0 0 0 0
L. Capital Lease Liability 0 0 0 0
M. Other Liabilities 118,272 0 118,272 77,641
N. Total Nonfederal Other Liabilities $576,522 $0 $576,522 $497.834
3. Total Other Liabilities: $728,942 $1,014,897 $1,743,839 $1,664,164

4. Other Information Pertaining to Other Liabilities:
Line 1B - Deferred credits represent future revenue from long term receivables recorded for water stor-
age contracts and hydraulic mining.
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Line 1H - Judgment Fund Liabilities. The Corps of Engineers Civil Works Directorate has recognized 22
unfunded liabilities arising from Judgment Fund Contract Disputes Act settlement in accordance with the
interpretation of Federal Financial Accounting Standards Number 2, Accounting for Treasury Judgment
Fund Transactions. The Corps included $80.07 million in the FY03 Energy and Water Development Act
Budget Submission. Congress has included specific language instructing the Corps not to use appropriat-
ed funds to repay Judgment Fund liabilities. The Corps did not request the entire $103.61 million in the
FYO03 budget due to the fact that we have several Judgment Fund liabilities valued at $23.54 million
which were associated with reimbursable work for local sponsors and these customers need to find appro-
priate funding. Until this is accomplished, the Corps will report these liabilities.

Liabilities for outstanding Judgment Fund claims include information for prior years provided by our
POC at Army Headquarters. This information did not include all outstanding judgment fund claims paid
during this fiscal year. Based on information from the Judgment Fund's website, treasury paid claims
totaling $10 million for the Corps in FY01. We determined that this amount included $4.5 million for
military claims based on information provided by Army Headquarters. We could not determine if any
portion of the remaining amount, $5.5 million, applied to civil works projects due to a lack of informa-
tion.

Line 11 - FECA Reimbursement to the Department of Labor. Workman's Compensation costs reflect cost
incurred for income lost and medical costs for federal civilian employees injured on the job, employees
who have incurred a work-related occupational disease, and beneficiaries of employees whose death is
attributable to a job-related injury or occupational disease. The costs are paid from the Federal
Employees' Compensation Act (FECA). Fiscal year 2002 costs are reflected as a non-current liability.

Line 1K - Other Liabilities. This includes $.5 million for Uncollected Custodial Liability, $9.5 million
in Employer Contributions and Payroll Taxes, of which $.28 million is the Voluntary Separation Incentive
Program (VSIP) liability.

Line 2B - Advances from Others. $77.5 million is for contributed funds, mainly from state and local
municipalities for work to be done on a cost-share basis.

Line 2M - Other Liabilities. $41.8 million is maintained to fund contingent liabilities arising from casual-
ty losses. Other public current liabilities include $43 million in contract holdbacks on construction-in-
progress payments and $44.7 million in uncollected liability.

Note 15.B. Capital Lease Liability
Not Applicable to the Corps of Engincers, Civil Works Fund

Note 16. Commitments and Contingencies

Proprictary contingencies are commonly referred to as contingent liabilities. The Corps of Engineers has
twenty-eight cases, in which the relief requested is $5.35 million or more, that are pending litigation. The
Corps' Legal Counsel is of the opinion that it is "reasonably possible” that the outcome of the litigation will
result in a loss. Since these cases fail to satisfy the criteria to record a contingent liability in accordance
with the Federal Financial Accounting Standard Number 5, Accounting for Liabilities of the Federal
Government, no amount is included in our financial statements.

Note 17.  Military Retirement Benefits and Other Employment Related Actuarial
Liabilities

The Actuarial Liability for Federal Employees' Compensation Act (FECA) is not included. The Department

of Labor is unable to furnish a figure for FECA liability specific to the Corps of Engineers.
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Note 18. Unexpended Appropriations

As of September 30,
(Amounts in Thousands)

1. Unexpended Appropriations:
A. Unobligated, Available
B. Unobligated, Unavailable
C. Unexpended Obligations
D. Total Unexpended Appropriations

2001 2000
$747,093 $663,784
489 3,481
467,319 337374
$1,214,901 $1,004,639

2. Other Information Pertaining to Unexpended Appropriations:

Unexpended appropriations are the amount of budget authority remaining for disbursement against cur-
rent or future obligations. Unobligated balances are classified as available or unavailable. Unobligated
balances associated with appropriations expiring at fiscal year end remain available only for obligation
adjustments until the account is closed. Unexpended obligations represent those goods and services

that have not yet been received/performed.

Note 19.A. General Disclosures Related to the Statement of Net Cost
The amounts presented in the Statement of Net Cost reflect accrued costs. The Corps of Engineers records
transactions on an accrual basis as required by the Statement of Federal Financial Accounting Standards.

Note 19.B. Gross Cost and Earned Revenue by Budget Functional Classification

Not Applicable to the Corps of Engineers, Civil Works Fund

Note 19.C. Gross Cost to Generate Intragovernmental Revenue and Earned Revenue
(Transactions with Other Federal-Non-DoD-Entities) by Budget Functional

Classification
Not Applicable to the Corps of Engineers, Civil Works Fund

Note 19.D. Imputed Expenses

As of September 30,
(Amount in thousands)

1. Civilian (e.g.,CSRS/FERS) Retirement
Civilian Health

Civilian Life Insurance

Military Retirement Pension

Military Retirement Health

Judgment Fund/Litigation

Total Imputed Expenses

NouwswN

OPM administers three earned benefit programs for civilian Federal employees: the Retirement
Program - comprised of the Civil Service Retirement System (CSRS) and the Federal Employees'
Retirement System (FERS); the Federal Employees Health Benefits program (FEHB); and the Federal

Employees Group Life Insurance Program (FEGLI).

Imputed financing in the amount of $181 million was recorded for retirement, health and life insurance
benefits for civilian Federal employees. Imputed financing also included $5.1 million for power plant
fees paid to states as compensation for "lost" property taxes on federally leased land leased to others and
$25.5 million for Judgment Fund liabilities for which the Corps is not responsible for reimbursement to
the Department of the Treasury. This information was obtained from Treasury's Judgment Fund website.

2001 2000
$80,620 $72,438
99,996 93,608
344 418

0 0

0 0

30,635 0
$211,595 $166,464
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Note 19.E. Benefit Program Expenses
Not Applicable to the Corps of Engineers, Civil Works Fund

Note 19.F Exchange Revenue

Goods and services provided through reimbursable programs to the public or another U. S. Government
entity (Intra-Corps, Intra-DoD, or other federal government entity) are provided at cost. Such reimbursable
sales are reported as earned revenues. Costs are equal to the amount reported as earned.

Note 19.G. Amounts for Foreign Military Sales (FMS) Program Procurements from
Contractors
Not Applicable to the Corps of Engineers, Civil Works Fund

Note 19.H. Stewardship Assets
Not Applicable to the Corps of Engineers, Civil Works Fund

Note 19.1. Intragovernmental Revenue and Expense
The Corps of Engineers Financial Management System (CEFMS) captures trading partner data at the trans-
action level in a manner that facilitates trading partner reconciliation and elimination entries.

Note 19.J. Suborganization Program Costs
Not Applicable to the Corps of Engineers, Civil Works Fund

Note 20. Disclosures Related to the Statement of Changes in Net Position
As of September 30, 2001 2000

{Amounts in thousands)
1. Prior Period Adjustments Increases (Decreases) to Net
Position Beginning Balance:

A. Changes in Accounting Standards $0 $0
B. Errors and Omissions in Prior Year Accounting Reports (846,197) 360,236
C. Other Prior Period Adjustments 67 0
D. Total Prior Period Adjustments ($846,130) $360,236
2. Imputed Financing:
A. Civilian CSRS/FERS Retirement $80,620 $72,438
B. Civilian Health 99,996 93,608
C. Civilian Life Insurance 344 418
D. Military Retirement Pension 0 0
E. Military Retirement Health 0 0
F. Judgement Fund/Litigation 30,635 0
G. Total Imputed Financing $211,585 $166,464

3. Other Information:

Taxes and Other Nonexchange Revenue include $834.3 million in tax collections deposited into the trust
fund accounts. $112.7 million was derived from excise taxes and was deposited into the Inland
Waterways Trust Fund. $721.6 million was collected and deposited into The Harbor Maintenance Trust
Fund reported tax collections totaling $721.6 million. These taxes were derived from:

Tax on Domestics $39.3 million
Tax on Exports 2.5 million
Tax on Foreign Trade 86.3 million
Tax on Imports 583.2 million
Tax on Passengers 10.3 million
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Transfers in include $23 million transferred into the San Gabriel Restoration Fund and $10 million trans-
ferred into the South Dakota Terrestrial Wildlife Restoration Trust Fund. Also included is $288 million
in budget authority which was transferred into the Coastal Wetlands Restoration Trust Fund from the
Aquatic Resources Trust Fund. Transfers in also include $9.6 million from the Bonneville Power
Administration.

Transfers out to other government agencies include $7.3 million to the Department of the Interior, $3
million to the Customs Department, $13 million to the Saint Lawrence Seaway Development
Corporation, $40 thousand to the Department of Transportation, $22 thousand to the Tennessee Valley
Authority, $59 thousand to General Services Administration and $350.7 thousand to the Department of
Defense.

Prior period adjustments were made as follows:

A $20 million increase was made to recognize a receivable prior to the SF 1151 Nonexpenditure
Transfer Authorization of Inland Waterways authority. In contrast with other Federal nonexpenditure
transfers, transfers between trust fund corpus accounts and agency allocation accounts require different
accounting and reporting treatment. To maintain sound cash management principles, funds remain
invested until needed for disbursement to maximize the interest earned on investments. Since the
Treasury's Bureau of Public Debt (PBD) performs the investment function for the Inland Waterways
Trust Fund and the Corps of Engineers performs the obligation and disbursement function, a budgetary
mechanism is needed to transfer the budget authority prior to actually transferring the funds. This mech-
anism results in a receivable recorded by the Corps and a payable recorded by PBD. The guidance for
recording this authority is contained in the Federal Trust Fund Accounting Guide, Scenario V, Treasury-
Managed Trust Fund Allocation Accounts.

A $36 million increase was made to record the results of operations in the Coastal Wetlands Restoration
Trust Fund account. This account is a transfer out of the Aquatic Resources trust fund and has not previ-
ously been reported by the USACE. Therefore, the adjustment was necessary to establish the beginning
balance in results of operations for prior fiscal years.

A $17 million decrease was recorded in the trust fund accounts to transfer amounts previously reported
as unexpended into results of operations. The adjustment was based upon guidance contained in the
Federal Trust Fund Accounting Guide released by the Department of the Treasury in June 2001. Since
trust funds do not receive Treasury appropriation warrants but consist predominantly of tax receipts, cus-
toms duties, fines and penalties, these funds should not use the account to record Unexpended
Appropriations.

A $57 million decrease was recorded to adjust the value of land, buildings and structures awaiting dis-
posal. Of this amount, $51 million was erroneously reflected as assets awaiting disposal at the Los
Angeles District. Costs that should have been expensed were incorrectly capitalized during conversion
of automated financial systems in fiscal year 1998. The remaining $6 million adjustment was made to
reflect assets awaiting disposal at the net realizable value. Upon retirement of an asset, CEFMS records
the asset at its net book value. In accordance with OSD policy, the book value has been restated to net
realizable value.

A $317 million decrease to results of operations was recorded to recognize previously unrecorded depre-
ciation expense. An additional audit recommended adjustment was made for $358 million due to under-
statements of accumulated depreciation for prior periods.

A $44 million decrease was made as a result of an audit finding that the value of buildings and struc-
tures was overstated.

L00Z JeaA [e9SId JusWae)S [eIdUBULS [enuuy AuLy Sajels pajiun

b




N

Cost transfers to/from Construction-in-Progress (CIP) and expenses resulted in a $35 million decrease to
results of operations. Other decreases in the amount of $55 million related to asset reconciliation efforts
between the general ledger account balances and property records.

Finally, a net decrease of $19 was recorded by the Savannah District to recognize the CIP associated
with the enjoined project for the Richard Russell pump storage project. The FY 00 financial statements
included a $477 million adjustment to recognize this asset. During FY 01, the Savannah District record-
ed a $458 million prior period adjustment through a journal voucher entry into their CEFMS database.
The net adjustment to remove the duplicate recording was $19 million.

Imputed financing reported on Line 2F includes $5.1 million for power plant fees paid to states as com-
pensation for "lost" property taxes on federally leased land leased to others. Line 2F also includes $25.5
million for Judgment Fund liabilities for which the Corps is not responsible for reimbursement to the
Department of the Treasury.

Note 21.A. Disclosures Related to the Statement of Budgetary Resources

As of September 30, 2001 2000
{Amounts in thousands)

1. Net Amount of Budgetary Resources Obligated for Undelivered

Orders at the End of the Period $1,412,416 $1,142,720
2. Auvailable Borrowing and Contract Authority at the End
of the Period $42,167 $26,781

3. Other information:
Intra-Corps transactions have not been eliminated because the Statement of Budgetary Resources is pre-
sented as combined and combining.

Borrowing authority is for capital improvements to the Washington Aqueduct. Funding to repay the
debt is provided by Arlington County, Virginia, Falls Church, Virginia, and the District of Columbia.

Unobligated Balance Beginning of Period differs from Unobligated Balance Available and Unavailable
at FY 2000 yearend. Adjustments were made at FY 2000 yearend to reconcile Funds Balance with
Treasury. Databases were corrected in FY 2001 to reflect what the correct ending balance was at FY
2000 yearend. The Beginning Balance includes an amount for Coastal Wetlands Restoration Trust Fund,
which was not reported last year.

Obligated Balance Beginning of Period differs from Obligated Balance End of Period FY 2000.
Beginning Balance includes an amount for the Coastal Wetlands Restoration Trust Fund, which was not
reported last year.

Note 21.B. Disclosures Related to Problem Disbursements, In-transit Disbursements
and Suspense/Budget Clearing Accounts

As of September 30, Cumulative(Decrease)/
{Amounts in thousands) 2000 2001 Increase
1. Problem Disbursements $0 $0 $0

In-transit Disbursements, Net $0 $0 $0

2.

3. Other Information Related to Problem
Disbursements and In-transit Disbursements:

4

Suspense/Budget Clearing Accounts

Account Sep 2000 Sep 2001 (Decrease)/increase
F3875 $17,909 $17422 ($487)
F3880 (5) (5) 0
Total $17.904 $17417 ($487)




Notes to the Principal Financial Statements

F3875 includes a portion of receipts from leases of land to the public for flood control, navigation and
allied purposes. The portion of lease receipts when the term of the lease extends into fiscal year 2002 is
collected into F3875. The collections are transferred out in the year following collection. Also included
are receivables of $188 thousand that pertain to the leases of land.

F3875 includes a $13 million disputed collection on a water storage contract at Tulsa District

Note 22. Disclosures Related to the Statement of Financing

Transfers to other government agencies include $7.3 million to the Department of the Interior, $40 thousand
to the Department of Transportation, $22 thousand to the Department of Agriculture, $70 thousand to the
Tennessce Valley Authority, $59 thousand to General Services Administration, and $357.7 thousand to the
Department of Defense.

Transfers in from other government agencies include $9.6 million from the Department of Energy.

Note 23. Disclosures Related to the Statement of Custodial Activity
Not Applicable to the Corps of Engineers, Civil Works Fund

Note 24. Other Disclosures
Not Applicable to the Corps of Engineers, Civil Works Fund

Note 24.A. Other Disclosures
Not Applicable to the Corps of Engineers, Civil Works Fund
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Consolidating Balance Sheet

Department of Defense « U.S. Army Corps of Engineers
As of September 30, 2001 + (8 in thousands)

1. ASSETS (Note 2)
A. Infragovernmental:

1. Fund Balance with Treasury (Note 3)

2. Investments (Note 4)

3. Accounts Receivable (Note5)
4. Other Assets (Note 6)

5. Total Intragovernmental Assets

. Accounts Receivable (Note 5)

. Loans Receivable (Note 8)

. Inventory and Related Property (Note 9)
General Property, Plant and
Equipment (Note 10)

G. Other Assets {(Note 6)

Mmoo m

2. TOTAL ASSETS

3. LIABILITIES (Note 11)

A. Intragovernmental:
1. Accounts Payable (Note 12)
2. Debt (Note 13)
3. Environmental Liabilities (Note 14)
4. Other Liabilities (Note 15 & Note 16)
5. Total Intragovernmental Liabilities

B. Accounts Payable (Note 12)

C. Military Retirement Benefits and Other
Employment-Related
Actuarial Liabilities (Note 17)

D. Environmental Liabilities (Note 14)

E. Loan Guarantee Liability (Note 8)

F. Other Liabilities (Note 15 and Note 16)

4. TOTAL LIABILITIES

5. NET POSITION
A. Unexpended Appropriations (Note 18)
B. Cumulative Results of Operations

6. TOTAL NET POSITION

7. TOTAL LIABILITIES AND NET
POSITION

Special Funds

Trust Funds

Transfer Funds Borrowing Authority

. Cash and Other Monetary Assets (Note 7)

$24,537 $11,129 $56,434 $4,457
0 2,255,539 0 0

0 285,534 3 0

0 0 0 0
$24,537 $2,552,202 $56,437 $4,457
$0 $0 $0 $0
2,255 0 0 0

0 0 0 0

0 0 0 0

1,996 632,367 133,215 55,024

0 0 0 0
$28,788 $3,184,569 $189,652 $59,481
$135 $4,098 $1,680 $0

0 0 0 30,512

0 0 0 0

2,262 5,999 0 0
$2,397 $10,097 $1,680 $30,512
$3,044 $16,053 $4,994 $0
0 0 0 0

0 0 0 0

0 0 0 0

4 1,238 525 50
$5,445 $27,388 $7,199 $30,562
($1,536) $0 $54,303 $15,436
24,879 3,157,181 128,150 13,483
$23,343 $3,157,181 $182,453 $28,919
$28,788 $3,184,569 $189,652 $59,481

The accompanying notes are an integral part of these statements.




Consolidating Balance Sheet

Department of Defense + U.S. Army Corps of Engineers
As of September 30, 2001 + ($ in thousands)

Revolving Funds Contributed Funds General Funds FUSRAP
1. ASSETS (Note 2)
A. Intragovernmental:
1. Fund Balance with Treasury (Note 3) $849,577 $298,724 $1,251,821 $41,311
2. Investments (Note 4) 0 0 0 0
3. Accounts Receivable (Note5) 7791 1 183,212 0
4. Other Assets (Note 6) 0 0 0 0
5. Total Intragovernmental Assets $857,368 $298,725 $1,435,033 $41,311
B. Cash and Other Monetary Assets (Note 7) $0 $0 $3,990 $0
C. Accounts Receivable (Note 5) 1,163 0 1,024,870 0
D. Loans Receivable (Note 8) 0 0 0 0
E. Inventory and Related Property (Note 9) 39,252 0 15,467 0]
F. General Property, Plant and
Equipment (Note 10) 881,559 767,561 32,346,539 20
G. Other Assets (Note 6)0 42 0 16,148 0
2. TOTAL ASSETS $1,779,384 $1,066,286 $34,842,047 $41,331
3. LIABILITIES (Note 11)
A. Intragovernmental:
1. Accounts Payable (Note 12) $52,688 $607 $33,310 $213
2. Debt (Note 13) 0 0 0 0
3. Environmental Liabilities (Note 14)0 0 0 0 0
4, Other Liabilities (Note 15 & Note 16) 9,658 1,171 1,148,227 0
5. Total Intragovemmentat Liabilities $62,346 $1,778 $1,181,537 $213
B. Accounts Payable (Note 12) $45,039 $11,785 $398,707 $25,704
C. Military Retirement Benefits and Other
Employment-Related
Actuarial Liabilities (Note 17) 0 0 0 0
D. Environmental Liabilities (Note 14) 0 0 0 0
E. Loan Guarantee Liability (Note 8) 0 0 0 0
F. Other Liabilities (Note 15 and Note 16) 418,070 3,280 153,078 277
4. TOTAL LIABILITIES $525,455 $16,843 $1,733,322 $26,194
5. NET POSITION
A. Unexpended Appropriations (Note 18) $0 $283,052 $848,529 $15,117
B. Cumulative Results of Operations 1,253,929 766,391 32,260,196 20
6. TOTAL NET POSITION $1,253,929 $1,049,443 $33,108,725 $15,137
7. TOTAL LIABILITIES AND NET
POSITION $1,779,384 $1,066,286 $34,842,047 $41,331

The accompanying notes are an integral part of these statements.
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Consolidating Balance Sheet

Department of Defense * U.S. Army Corps of Engineers
As of September 30, 2001 + (8 in thousands)

2001 Combined Eliminations 2001 Consolidated 2000 Consolidated
1. ASSETS (Note 2)
A. Intragovernmental:
1. Fund Balance with Treasury (Note 3)  $2,537,990 $0 $2,537,990 $2,404,315
2. Investments (Note 4) 2,255,5390 2,255,539 2,075,561
3. Accounts Receivable (Note5) 476,541 0 476,541 151,301
4. Other Assets (Note 6) 0 0 0 0
5. Total Intragovernmental Assets $5,270,070 $0 $5,270,070 $4,631,177
B. Cash and Other Monetary Assets (Note 7) $3,990 $0 $3,990 $965
C. Accounts Receivable (Note 5) 1,028,288 0 1,028,288 1,050,363
D. Loans Receivable (Note 8) 0 0 0 0]
E. Inventory and Related Property (Note 9) 54,719 0 54,719 59,469
F. General Property, Plant and
Equipment (Note 10) 34,818,281 0 34,818,281 34,538,092
G. Other Assets (Note 6)0 16,190 0 16,190 79,891
2. TOTAL ASSETS $41,191,538 $0 $41,191,538 $40,359,957
3. LIABILITIES (Note 11)
A. Intragovernmental:
1. Accounts Payable (Note 12) $92,731 $0 $92,727 $87,540
2. Debt (Note 13) 30,512 0 30,512 18,212
3. Environmental Liabilities (Note 14)0 0 0 0 0
4. Other Liabilities (Note 15 & Note 16) 1,167,317 0 1,167,318 1,166,330
5. Total Intragovernmental Liabilities $1,290,560 $0 $1,290,557 $1,272,082
B. Accounts Payable (Note 12) $505,326 $0 $505,328 $585,938
C. Military Retirement Benefits and Other
Employment-Related
Actuarial Liabilities (Note 17) 0 0 0 0
D. Environmental Liabilities (Note 14) 0 0 0 0
E. Loan Guarantee Liability (Note 8) 0 0 0 0
F. Other Liabilities (Note 15 and Note 16) 576,522 0 576,523 497,833
4. TOTAL LIABILITIES $2,372,408 $0 $2,372,408 $2,355,853
5. NET POSITION
A. Unexpended Appropriations (Note 18) $1,214,901 $0 $1,214,901 $1,004,640
B. Cumulative Results of Operations 37,604,229 0 37,604,229 36,999,464
6. TOTAL NET POSITION $38,819,130 $0 $38,819,130 $38,004,104
7. TOTAL LIABILITIES AND NET
POSITION $41,191,538 $0 $41,191,538 $40,359,957

The accompanying notes are an integral part of these statements.




Consolidating Statement of Net Cost

Department of Defense + U.S. Army Corps of Engineers
For the Year Ended September 30, 2001 « (8 in thousands)

1. Program Costs
A. Borrowing Authority

1.

IS S

oW

o0

o ko

1
2
3.
4
5

See

S S

oW

intragovernmental

With the Public

Total Program Cost
(Less: Earned Revenue)
Net Program Costs

Contributed Fund
Intragovernmental

With the Public

Total Program Cost
(Less: Earned Revenue)
Net Program Costs

FUSRAP
Intragovernmental

With the Public

Total Program Cost
(Less: Eamed Revenue)
Net Program Costs

General Funds
Intragovernmental

With the Public

Total Program Cost
(Less: Earned Revenue)
Net Program Costs

Revolving Funds
intragovernmental

With the Public

Total Program Cost
(Less: Earned Revenue)
Net Program Costs

Special Funds
Intragovernmental

With the Public

Total Program Cost
(Less: Eamed Revenue)
Net Program Costs

. Transfer Funds

intragovernmental

. With the Public

Total Program Cost

. (Less: Earned Revenue)
. Net Program Costs

Note 1 and Note 19.

2001 Combined Eliminations 2001 Consolidated 2000 Consolidated
$1,311 $0 $1,311 $1,135
8,239 0 8,239 16,086
$9,550 $0 $9,550 $17,221
(8,971) 0 (8,971) (16,612)
$579 $0 $579 $609
$6,486 ($5,390) $1,096 $550
139,174 0 139,174 119,239
$145,660 ($5,390) $140,270 $119,789
1,165 0 1,165 0
$146,825 {$5,390) $141,435 $119,789
$26,208 ($25,733) $475 $211
151,840 0 151,840 131,991
$178,048 ($25,733) $152,315 $132,202
0 0 0 (20,000)
$178,048 ($25,733) $152,315 $112,202
$127,493 ($5,507) $121,986 $57,824
3,448,065 0 3,448,065 3,060,358
$3,575,558 ($5,507) $3,570,051 $3,118,182
(475,218) 36,593 (438,625) (486,407)
$3,100,340 $31,086 $3,131,426 $2,631,775
$887,835 ($325) $887,510 $492,308
(660,624) 0 (660,624) (294,504)
$227,211 ($325) $226,886 $197,804
(53,683) 5,864 (47,819) (52,274)
$173,528 $5,539 $179,067 $145,530
$73 {$69) $4 $0
16,037 0 16,037 14,734
$16,110 ($69) $16,041 $14,734
(1) 0 (1) 0
$16,109 ($69) $16,040 $14,734
$3,255 ($3,187) $68 $738
14,580 0 14,580 4,295
$17.835 ($3,187) $14,648 $5,033

0 0 0 0

$17.835 ($3,187) $14,648 $5,033

The accompanying notes are an integral part of these statements.
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Consolidating Statement of Net Cost

Department of Defense * U.S. Army Corps of Engineers
For the Year Ended September 30, 2001 + ($ in thousands)

2001 Combined Eliminations 2001 Consolidated 2000 Consolidated
H. Trust Funds .
1. Intragovernmental $4,346 ($2,246) $2,100 $142
2. With the Public 651,370 0 651,370 730,756
3. Total Program Cost $655,716 ($2,246) $653,470 $730,898
4. (Less: Eamed Revenue) 0 0 0 (103,056)
5. Net Program Costs $655,716 ($2,246) $653,470 $627,842
. Total Program Costs :
1. Intragovernmental $1,057,007 ($42,457) $1,014,550 $552,908
2. With the Public 3,768,681 0 3,768,681 3,782,955
3. Total Program Cost $4,825,688 ($42,457) $4,783,231 $4,335,863
4. (Less: Eamed Revenue) (536,708) 42,457 (494,251) (678,349)
5. Net Program Costs $4,288,980 $0 $4,288,980 $3,657,514
2. Costs Not Assigned to Programs $0 $0 $0 $0
3. (Less:Earned Revenue not
attributable to Programs) 0 0 0 0
4. Net Costs of Operations $4,288,980 $0 $4,288,980 $3,657,514

See Note 1 and Note 19.

The accompanying notes are an integral part of these statements.




Consolidating Statement of Changes in Net Position

Department of Defense « U.S. Army Corps of Engineers
For the Year Ended September 30, 2001 « (8 in thousands)

Borrowing
Special Funds Trust Funds Transfer Funds Authority
1. Net Cost of Operations $16,109 $655,716 $17,835 $579
2. Financing Sources
{other than exchange revenues)
A. Appropriations Used 16,556 633 37,052 (1,631)
B. Taxes and Other Nonexchange Revenue 0 945,870 0 8,045
C. Donations - Nonexchange Revenue 0 0 0 0
D. Imputed Financing (Note 20) 0 0 0 0
E. Transfers - in 22,890 1,052,143 8,496 0
F. Transfers - out (685) (781,527) (2,971) 0
G. Other 0 0 1 0
H. Total Financing Sources
(other than Exchange Revenues) $38,761 $1,217,119 $42,578 $6,414
3. Net Results of Operations $22,652 $561,403 $24,743 $5,835
4. Prior Period Adjustments (Note 20) 14 49,296 (444) 0
5. Net Change in Cumulative
Results of Operations $22,666 $610,699 $24,299 $5,835
6. Increase (Decrease) in Unexpended
Appropriations (1,897) 10,759 37,443 2,217
7. Change in Net Position $20,769 $621,458 $61,742 $8,052
8. Net Position-Beginning of the Period 2,573 2,535,721 120,711 20,866
9. Net Position-End of the Period $23,342 $3,157,179 $182,453 $28,918

See Note 1 and Note 20.

The accompanying notes are an integral part of these statements.
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Consolidating Statement of Changes in Net Position

Department of Defense + U.S. Army Corps of Engineers
For the Year Ended September 30, 2001 = (3 in thousands)

Revolving Funds _Contributed Funds General Funds FUSRAP
1. Net Cost of Operations $173,528 $146,825 $3,100,340 $178,048
2. Financing Sources
(other than exchange revenues)
A. Appropriations Used 11,874 300,679 3,766,875 178,048
B. Taxes and Other Nonexchange Revenue 0 0 (34,114) 0
C. Donations - Nonexchange Revenue 5 0 270 0
D. Imputed Financing (Note 20} 180,960 (0] 30,635 0
E. Transfers - in 29 43 16,520 0
F. Transfers - out (287) 0 (7,674) 0
G. Other 0 0 (8,860) 0
H. Total Financing Sources
(other than Exchange Revenues) $192,581 $300,722 $3,763,652 $178,048
3. Net Results of Operations $19,053 $153,897 $663,312 $0
4. Prior Period Adjustments (Note 20) (2,361) 9,062 (901,696) 0
5. Net Change in Cumulative
Results of Operations $16,692 $162,959 ($238,384) $0
6. Increase (Decrease) in Unexpended
Appropriations 0 12,144 187,952 (38,356)
7. Change in Net Position $16,692 $175,103 ($50,432) ($38,356)
8. Net Position-Beginning of the Period 1,237237 874,341 33,159,160 53,493
9. Net Position-End of the Period $1,253,929 $1,049.444 $33,108,728 $15,137

See Note 1 and Note 20.

The accompanying notes are an integral part of these statements.




Consolidating Statement of Changes in Net Position

Department of Defense « U.S. Army Corps of Engineers
For the Year Ended September 30, 2001 « (8 in thousands)

2001 Combined

Eliminations 2001 Consolidated 2000 Consolidated

Net Cost of Operations $4,288,980 $0 $4,288,980 $3,657514
Financing Sources
(other than exchange revenues)
A. Appropriations Used 4,310,086 0 4,310,086 4,017,634
B. Taxes and Other Nonexchange Revenue 919,801 0 919,801 800,241
C. Donations - Nonexchange Revenue 275 0 275 1,362
D. Imputed Financing (Note 20) 211,595 0 211,695 166,464
E. Transfers - in 1,100,121 15,479 1,084,642 21,836
F. Transfers - out (793,144) (15,479) (777665) (120,682)
G. Other (8,859) 0 (8,859) (647,287)
H. Total Financing Sources

(other than Exchange Revenues) $5,739,875 $0 $5,739,875 $4,239,568
Net Results of Operations $1,450,895 $0 $1,450,895 $582,054
Prior Period Adjustments (Note 20) (846,129) 0 (846,129) 360,235
Net Change in Cumulative
Results of Operations $604,766 $0 $604,766 $942,289
Increase (Decrease) in Unexpended
Appropriations 210,262 0 210,262 (197,777)
Change in Net Position $815,028 $0 $815,028 $744,512
Net Position-Beginning of the Period 38,004,102 0 38,004,102 37,259,592
Net Position-End of the Period $38,819,130 $0 $38,819,130 $38,004,104

See Note 1 and Note 20.

The accompanying notes are an integral part of these statements.
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Combining Statement of Budgetary Resources

Department of Defense « U.S. Army Corps of Engineers
For the Year Ended September 30, 2001 « (8 in thousands)

Special Funds

Trust Funds Transfer Funds Borrowing Authority

BUDGETARY RESOURCES
A. Budget Authority $14,477 $1,042,227 $79,637 $0
B. Unobligated Balance - Beginning of Period 192 (75,845) 7328 20,491
C. Net Transfers Prior-Year Balance, Actual 0 0 (491) 0
D. Spending Authority from Offsetting Collections 100 0 44 8,971
E. Adjustments 0 0 5 (8,116)
F. Total Budgetary Resources $14,769 $966,382 $86,523 $21,346
STATUS OF BUDGETARY RESOURCES
A. Obligations Incurred $14,470 $785,577 $49,319 $17453
B. Unobligated Balances - Available 299 180,805 37,196 3,893
C. Unobligated Balances - Not Available 0 0 8 (0]
D. Total, Status of Budgetary Resources $14,769 $966,382 $86,523 $21,346
OUTLAYS
A. Obligations Incurred $14,470 $785,577 $49,319 $17,453
B. Less: Spending Authority from Offsetting
Collections and Adjustments (100) 0 (49) (8,971)
C. Obligated Balance, Net - Beginning of Period 3,145 97516 12,800 12,983
D. Obligated Balance Transferred, Net 0 0 0 0
E. Less: Obligated Balance, Net -
End of Period (1,348) (109,754) (24,194) (12,285)
F. Total Outlays $16,167 $773,339 $37,876 $9,180

See Note 1 and Note 21.

The accompanying notes are an integral part of these statements.




Combining Statement of Budgetary Resources

Department of Defense « U.S. Army Corps of Engineers
For the Year Ended September 30, 2001 « (8 in thousands)

Revolving Funds Contributed Funds General Funds FUSRAP
BUDGETARY RESOURCES
A. Budget Authority $0 $330,838 $3,911,413 $139,692
B. Unobligated Balance - Beginning of Period 495,588 197,339 974,418 19,466
C. Net Transfers Prior-Year Balance, Actual 0 0 0 0
D. Spending Authority from Offsetting Collection8,381,281 9 1,101,442 12,902
E. Adjustments 0 0 (9,434) 0
F. Total Budgetary Resources $3,876,869 $528,186 $5,977,839 $172,060
STATUS OF BUDGETARY RESOURCES
A. Obligations Incurred $3,449,055 $332,599 $4,782,276 $168,614
B. Unobligated Balances - Available 427814 195,587 1,195,082 3,446
C. Unobligated Balances - Not Available 0 0 481 0
D. Total, Status of Budgetary Resources $3,876,869 $528,186 $5,977.839 $172,060
OUTLAYS
A. Obligations Incurred $3,449,055 $332,599 $4,782,276 $168,614
B. Less: Spending Authority from Offsetting
Collections and Adjustments (3,381,281) 9) (1,101,437) (12,902)
C. Obligated Balance, Net - Beginning of Period 359,649 96,456 150,006 65,032
D. Obligated Balance Transferred, Net 0 0 0 0
E. Less: Obligated Balance, Net -
End of Period (421,764) (103,137) (33,425) (37,865)
F Total Outlays $5,659 $325,909 $3,797,420 $182,879

See Note 1 and Note 21.

The accompanying notes are an integral part of these statements.
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Combining Statement of Budgetary Resources

Department of Defense * U.S. Army Corps of Engineers
For the Year Ended September 30, 2001 « ($ in thousands)

See Note 1 and Note 21.

2001 Combined 2000 Combined
BUDGETARY RESOURCES
A. Budget Authority $5,518,284 $4,614,169
B. Unobligated Balance - Beginning of Period 1,638,977 2,136,227
C. Net Transfers Prior-Year Balance, Actual (491) (1)
D. Spending Authority from Offsetting Collections 4,504,749 3,909,101
E. Adjustments (17,545) (35,122)
F. Total Budgetary Resources $11,643,974 $10,624,374
STATUS OF BUDGETARY RESOURCES
A. Obligations Incurred $9,599,363 $8,926,397
B. Unobligated Balances - Available 2,044,122 1,694,496
C. Unobligated Balances - Not Available 489 3,481
D. Total, Status of Budgetary Resources $11,643,974 $10,624,374
OUTLAYS
A. Obligations Incurred $9,599,363 $8,926,397
B. Less: Spending Authority from Offsetting
Collections and Adjustments (4,504,749) (3,909,699)
C. Obligated Balance, Net - Beginning of Period 797,587 394,538
D. Obligated Balance Transferred, Net 0 0
E. Less: Obligated Balance, Net -
End of Period (743,772) (715,876)
F. Total Outlays $5,148,429 $4,695,360

The accompanying notes are an integral part of these statements.




Combining Statement of Financing

Department of Defense « U.S. Army Corps of Engineers
For the Year Ended September 30, 2001 « (8 in thousands)

Special Funds

Trust Funds Transfer Funds Borrowing Authority

1. OBLIGATIONS AND NONBUDGETARY

RESOURCES:
A. Obligations Incurred $14,470 $785,577 $49,319 $17,453
B. Less: Spending Authority from Offsetting
Collections and Adjustments
Donations Not in the Entity's Budget (100) 0 49) (8,971)
C. Financing Imputed for Cost Subsidies 0 0 0 0
D. Transfers-In (Out) (685) (11,736) 5,525 0
E. Less: Exchange Revenue Not in the
Entity's Budget 7 0 0 0
F. Nonexchange Revenue Not in the
Entity's Budget 0 0 0 8,045
G. Less: Trust or Special Fund Receipts
Related to Exchange in the Entity's Budget 0 0 0 0
H. Other 0 0 0 0
|. Total Obligations as Adjusted and
Nonbudgetary Resources $13,692 $773,841 $54,795 $16,527
2. RESOURCES THAT DO NOT FUND
NET COST OF OPERATIONS:
A. Change in Amount of Goods, Services,
and Benefits Ordered but Not Yet Received
or Provided (increases)/Decreases $2,086 ($8,802) ($9,552) $819
B. Change in Unfilled Customer Orders 0 0 12 0
C. Costs Capitalized on the Balance Sheet -
(Increases)/Decreases 323 (157,606) (36,823) (28,962)
D. Financing Sources that Fund Costs of
Prior Periods (565) 0 0 0
E. Collections that Decrease Credit Program
Receivables or Increase Credit
Program Liabilities 0 0 0 0
F Adjustments for Trust Fund Outlays that
Do Not Affect Net Cost 1] 0 0 0
G. Other - (Increases)/Decrease 0 46,126 (442) 0
H. Total Resources That Do Not Fund Net
Costs of Operations $1,844 ($120,282) ($46,805) ($28,143)
3. COMPONENTS OF COSTS OF OPERATIONS THAT
DO NOT REQUIRE OR GENERATE RESOURCES
A. Depreciation and Amortization $7 $2,157 $1,349 $0
B. Bad Debts Related to Uncollectable
Non-Credit Reform Receivables 0 0 0 0
C. Revaluation of Assets and Liabilities -
Increases/(Decreases) 0 0 8,497 0
D. Loss of Disposition of Assets 0 0 0 0
E. Other - (Increases)/Decrease 0 0 0 0
F. Total Costs That Do Not Require Resources $7 $2,157 $9,846 $0
4. FINANCING SOURCES YET TO BE
PROVIDED $565 $0 $0 $12,194
5. NET COST OF OPERATIONS $16,108 $655,716 $17,836 $578

See Note 1 and Note 22.

The accompanying notes are an integral part of these statements.
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Combining Statement of Financing

Department of Defense » U.S. Army Corps of Engineers
For the Year Ended September 30, 2001 « ($ in thousands)

1. OBLIGATIONS AND NONBUDGETARY
RESOURCES:
A. Obligations Incurred
B. Less: Spending Authority from Offsetting
Collections and Adjustments
Donations Not in the Entity's Budget
. Financing Imputed for Cost Subsidies
. Transfers-In (Out)
. Less: Exchange Revenue Not in the
Entity's Budget
F. Nonexchange Revenue Not in the
Entity's Budget
G. Less: Trust or Special Fund Receipts
Related to Exchange in the Entity's Budget
H. Other

moo

I. Total Obligations as Adjusted and
Nonbudgetary Resources

2. RESOURCES THAT DO NOT FUND

NET COST OF OPERATIONS:

A. Change in Amount of Goods, Services,
and Benefits Ordered but Not Yet Received
or Provided (Increases)/Decreases

B. Change in Unfilled Customer Orders

C. Costs Capitalized on the Balance Sheet -
(Increases)/Decreases

D. Financing Sources that Fund Costs of
Prior Periods

E. Collections that Decrease Credit Program
Receivables or Increase Credit
Program Liabilities

F Adjustments for Trust Fund Outlays that
Do Not Affect Net Cost

G. Other - (Increases)/Decrease

H. Total Resources That Do Not Fund Net
Costs of Operations

A. Depreciation and Amortization

B. Bad Debts Related to Uncollectable
Non-Credit Reform Receivables

C. Revaluation of Assets and Liabilities -
Increases/(Decreases)

D. Loss of Disposition of Assets

E. Other - (Increases)/Decrease0

3. COMPONENTS OF COSTS OF OPERATIONS THAT
DO NOT REQUIRE OR GENERATE RESOURCES

F. Total Costs That Do Not Require Resources

4. FINANCING SOURCES YET TO BE
PROVIDED

5. NET COST OF OPERATIONS

Revolving Funds Contributed Funds General Funds FUSRAP
$3,449,055 $332,599 $4,782,276 $168,614
(3,381,281) 9 (1,101,437) (12,902)

5 0 270 0
180,960 0 30,635 0
(259) 43 8,847 0

17 0 (738) 0

0 0 (34,089) 0

0 0 (43,761) 0
$248,497 $332,633 $3,642,003 $155,712
($36,651) ($13,641) ($243,147) $26,942
(43,990) 4 279,901 (4,606)
(46,216) (164,425) (1,106,597) 0
0 0 (27741) 0

0 0 0 0

0 0 0 0

(2,495) 9,064 (443,123) 0
($129,352) ($168,998) ($1,540,707) $22,336
$53,409 $169 $532,772 $0
0 0 0 0

154 (18,149) 179,468 0

0 0 28,145 0

0 0 0 0
$53,563 ($17,980) $740,385 $0
$819 $1,170 $258,661 $0
$173,527 $146,825 $3,100,342 $178,048

See Note 1 and Note 22.

The accompanying notes are an integral part of these statements.




Combining Statement of Financing

Department of Defense « U.S. Army Corps of Engineers
For the Year Ended September 30, 2001 « (8 in thousands)

2001 Combined 2000 Combined
1. OBLIGATIONS AND NONBUDGETARY RESOURCES:
A. Obligations Incurred $9,599,363 $8,926,397
B. Less: Spending Authority from Offsetting Collections and Adjustments
Donations Not in the Entity's Budget (4,504,749) (3,909,699)
C. Financing Imputed for Cost Subsidies 275 0
D. Transfers-In (Out) 211,595 166,464
E. Less: Exchange Revenue Not in the Entity's Budget 1,735 0
F. Nonexchange Revenue Not in the
Entity's Budget (714) (1,956)
G. Less: Trust or Special Fund Receipts Related to Exchange in the
Entity's Budget (26,044) 23,067
H. Other (43,761) (113,056)
I. Total Obligations as Adjusted and Nonbudgetary Resources 0 0
2. RESOURCES THAT DO NOT FUND NET COST OF OPERATIONS:
A. Change in Amount of Goods, Services and Benefits Ordered but Not
Yet Received or Provided (Increases)/Decreases $5,237,700 $5,001,217
B. Change in Unfilled Customer Orders ($281,946) $47.310
C. Costs Capitalized on the Balance Sheet - (Increases)/Decreases 231,321 (264,157)
D. Financing Sources that Fund Costs of Prior Periods (1,540,306) (1,815,691)
E. Collections that Decrease Credit Program Receivables or Increase Credit
Program Liabilities (28,306) 23,707
F Adjustments for Trust Fund Outlays that Do Not Affect Net Cost 0 0
G. Other - (Increases)/Decrease 0 0
H. Total Resources That Do Not Fund Net Costs of Operations (390,870) (5,186)
3. COMPONENTS OF COSTS OF OPERATIONS THAT DO NOT
REQUIRE OR GENERATE RESOURCES
A. Depreciation and Amortization ($2,010,107) ($2,014,017) c
B. Bad Debts Related to Uncollectable Non-Credit Reform Receivables $589,863 $580,218 2
C. Revaluation of Assets and Liabilities - Increases/(Decreases) 0 0 2
D. Loss of Disposition of Assets 169,970 0 %’
E. Other - (Increases)/Decrease0 28,145 0 : §
F. Total Costs That Do Not Require Resources $787978 $580,218 §
4. FINANCING SOURCES YET TO BE PROVIDED $273,409 $96 ‘;
-
5. NET COST OF OPERATIONS $4,288,980 $3,657,514 g
n
3
3,
See Note 1 and Note 22. =
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The accompanying notes are an integral part of these statements.
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Heritage Assets
For Fiscal Year Ended September 2001

(a) (b) (c) () (e ®

Measurement As of As of
Quantity 10/1/2000 Additions Deletions 9/30/2001

Museums Each
Monuments & Memorials Each 1 1
Cemeteries & Archeological Sites Sites 120 120
Buildings & Structure Each 144 180 324
Major Collections Each 7,909 190 8099

Narrative Statement:

Other than multipurpose heritage assets, heritage assets are not material to the mission of the U. S. Army
Corps of Engineers. Disclosures pertinent to multipurpose heritage assets is contained in the financial
statements.

Heritage asscts classified as Land are special land plots containing archacological sites as listed on the
National Register of Historic Places or eligible to be listed.

Heritage assets on display are assumed to be in adequate condition for display purposes, consistent with
their origins, unless otherwise noted. Reported heritage assets are free of material conditions that are count-
er to safeguarding, adequately protecting, and properly managing those assets; they have not materially
degraded while under the care of the U. S. Army Corps of Engineers. The existence of most of the un-cate-
gorized heritage assets is informally known to be adequate for display purposes, however, the condition of
many un-categorized assets are unknown.




Required Supplementary Stewardship Statements

General Property, Plant and Equipment
Real Property Deferred Maintenance Amounts
As of September 30, 2001
(8 in thousands)

Property Type/Major Class
1. Real Property

A. Buildings $0
B. Structures 415,000
C. Land 0
2. Total $415,000

Narrative Statement:

Deferred maintenance at Civil Works water resources projects operated and maintained by the U.S. Army
Corps of Engineers was determined through the budget development process whereby operations managers
identify the operation and maintenance (O&M) needs at each project in the Civil Works inventory. O&M
needs are based on inspections of project Features, engineering analyses and historical experience.
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U.S. Army Corps of Engineers

Schedule, Part A DoD Intra-governmental Asset Balances Treasury Fund Balance  Accounts | .06
($ Amounts in Thousands) Index: with Treasury ~ Receivable: Receivable: Investments: Other:

General Printing Office 05 $81
The Judiciary 10 11
Executive Office of the President 11 0
Department of Agriculture 12 4,481
Department of Commerce 13 1,149
Department of the Interior 14 274,306
Department of Justice 15 14,595
Department of Labor 16 29
Navy General Fund 17 4,302
United States Postal Service 18 16
Department of State 19 2,866
Department of the Treasury 20 $2,537,990 21,634 $2,255,539
Army General Fund 21 3,873
Office of Personnel Management 24 1
Social Security Administration 28 3
Nuclear Regulatory Commission 31 7
Smithsonian Institution 33 76
Department of Veterans Affairs 36 497
U.S. Equal Employment Opportunity Commission 45 3
General Service Administration 47 554
National Science Foundation 49 292
Securities and Exchange Commission 50 0
Air Force General Fund 57 232
Federal Emergency Management Agency 58 23,608
Railroad Retirement Board 60 6
Tennessee Valley Authority 64 222
Environmenta! Protection Agency 68 34,696
Department of Transportation 69 6,849
Agency for Internationa! Development 72 1,754
Department of Health and Human Services 75 389
National Aeronautics and Space Administration 80 3,302
Department of Housing and Urban Development 86 231
Department of Energy 89 4,110
Department of Education 91 8
Independent Agencies 95 70,853
US Army Corps of Engineers 96
Other Defense Organizations General Funds 97 887
Other Defense Organizations Working
Capital Funds 97-4930 327
Army Working Capita! Fund §7-4930.001 25
Navy Working Capital Fund 97-4930.002 266
Totals might not match reports. Totals: $2,537,990 | $476,541 $2,255,539




Required Supplementary Information

Schedule, Part B DoD Intra-governmental Entity Liabilities

($ Amounts in Thousands)

Treasury
Index:

Accounts
Payable:

U.S. Army Corps of Engineers

Debts/Borrowings
From Other Agencies:

Government Printing Office 04 $193

Department of Agriculture 12 5,064 $230

Department of Commerce 13 3,985 1

Department of the Interior 14 12,134 8,513

Department of Justice 15 620 20

Department of Labor 16 279 40,178

Navy General Fund 17 1,191

United States Postal Service 18 1 8

Department of State 19 375 (237)

Department of the Treasury 20 1,199 $30,512 1,096,171

Army General Fund 21 16,415 298

Office of Personnel Management 24 232 9,477

Department of Veterans Affairs 36 1 42

U.S. Equal Employment Opportunity Commission 45 1

General Service Administration 47 33,808 340

Federal Labor Relations Authority 54 0

Air Force General Fund 57 58

Federal Emergency Management Agency 58 15 0

Office of Special Counsel 62 1,403

Tennessee Valley Authority 64 4,527

Environmental Protection Agency 68 509

Department of Transportation 69 465 1

Small Business Administration 73 1

Department of Health and Human Services 75 782 5 c

National Aeronautics and Space Administration 80 240 %

Department of Housing and Urban Development 86 8,344 ;

National Archives and Records Administration 88 21 ;g

Department of Energy 89 2,034 386 >

Department of Education 91 1,472 é

Independent Agencies 95 25 654 g

Other Defense Organizations General Funds 97 5,768 2

Other Defense Organizations Working Capital Funds 97-4930 1,743 %

Army Working Capital Fund 97-4930.001 1 §

Navy Working Capital Fund 97-4930.002 1,023 %

Air Force Working Capital Fund 97-4930.003 22 @

Totals might not match reports. Totals: $92,731 $30,512 $1,167,317 ' %
g
|
g
g
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U.S. Army Corps of Engineers

Schedule, Part C DoD Intra-governmental Revenue and Related Costs Treasury
($ Amounts in Thousands) Index: Earned Revenue:

Government Printing Office 04 $0
General Printing Office 05 740
Other Legislative Branch Agencies 09 1
The Judiciary 10 32
Executive Office of the President 11 0
Department of Agriculture 12 12,765
Department of Commerce 13 2,591
Department of the Interior 14 36,880
Department of Justice 15 56,143
Department of Labor 16 39
Navy General Fund 17 3,956
United States Postal Service 18 125
Department of State 19 4,546
Department of the Treasury 20 17,776
Army General Fund 21 17,993
Office of Personnel Management 24 9
Social Security Administration 28 6
Nuclear Regulatory Commission 31 58
Smithsonian Institution 33 93
Department of Veterans Affairs 36 911
U.S. Equal Employment Opportunity Commission 45 5
General Service Administration 47 1,778
National Science Foundation 49 1,284
Securities and Exchange Commission 50 0
Air Force General Fund 57 265
Federal Emergency Management Agency 58 29,314
Railroad Retirement Board 60 19
National Labor Relations Board 63 1
Tennessee Valley Authority 64 612
Environmental Protection Agency 68 120,368
Department of Transportation 69 20,361
Agency for International Development 72 10,102
Small Business Administration 73 5
Department of Health and Human Services 75 838
National Aeronautics and Space Administration 80 7,595
Department of Housing and Urban Development 86 483
Department of Energy 89 10,776
Department of Education 91 48
Independent Agencies 95 118,293
Other Defense Organizations General Funds 97 4,792
Other Defense Organizations Working Capital Funds 97-4930 963
Army Working Capital Fund 97-4930.001 43
Navy Working Capital Fund 97-4330.002 494
Totals might not match reports. Totals: $483,103




Required Supplementary Information

*Schedule, Part D applies only to the agency-wdie statements U.S. Army Corps of Engineers

Schedule. Part E DoD intra-governmental Non-exchange Revenues Treasury

($ Amounts in Thousands) Index: Transfers - In Transfers - Out

Department of Agriculture 12 $75
Department of the Interior 14 $265,322 7,331
Department of Justice 15 15
Navy General Fund 17 0
Department of the Treasury 20 809,711 756,815
Army General Fund 21 159
General Service Administration 47 59
Air Force General Fund 57 0
Tennessee Valley Authority 64 97
Department of Transportation 69 13,015
Department of Energy 89 9,609

Other Defense Organizations Working Capital Funds 97-4930 99
Totals might not match reports. Totals: $1,084,642 $777,665
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INSPECTOR GENERAL
DEPARTMENT OF DEFENSE
40D ARMY NAVY DRIVE
ARLINGTON, VIRGINIA 222024704

February 20, 2002

MEMORANDUM FOR UNDER SECRETARY OF DEFENSE (COMPTROLLER)
ASSISTANT SECRETARY OF THE ARMY (FINANCIAL
MANAGEMENT AND COMPTROLLER}
COMMANDER AND CHIEF OF ENGINEERS, U.5.
ARMY CORPS OF ENGINEERS

SUBJECT: Report on the U.S. Army Corps of Engineers, Civil Works, FY 2001 Financial Statements

The Chief Financial Officers Act of 1990, as amended by the Federal Financial Management Act of 1994,
requires financial statement audits by the Inspector General. The Office of Management and Budget (OMB)
Bulletin No. 01-02, "Audit Requirements for Federal Financial Statements," dated October 16, 2000, estab-
lishes the minimum requirements for audits of Federal financial statements. The Office of Management and
Budget Bulletin No. 01-02 requires the Inspector General, DoD, to express an opinion on the U.S. Army
Corps of Engineers, Civil Works, (Corps of Engineers) financial statements and to report on the adequacy of
internal controls and compliance with laws and regulations. The financial statements are the responsibility
of the Corps of Engineers management. The Corps of Engineers management is also responsible for imple-
menting effective internal controls and complying with laws and regulations.

Disclaimer of Opinion

We delegated the audit of the U.S. Army Corps of Engineers, Civil Works, FY 2001 Financial Statements to
the Army Audit Agency.! We did not audit the U.S. Army Corps of Engineers, Civil Works, FY 2001
Statements of Net Cost, Changes in Net Position, Budgetary Resources, and Financing; therefore, we do not
express an opinion on these statements. Our work on the U.S. Army Corps of Engineers, Civil Works, FY
2001 Consolidated Balance Shect was sufficient to identify persisting material internal control weaknesses
related to General Property, Plant, and Equipment; Accounts Payable - Public; and general and application
controls. Because the Corps of Engineers was unable to substantiate significant amounts in the Consolidated
Balance Sheet, we are unable to express and we do not express an opinion on the U.S. Army Corps of
Engineers, Civil Works, FY 2001 Consolidated Balance Sheet.

On February 1, 2002, we informed the Army Audit Agency that we disagreed with its draft audit report "FY
2001 Financial Statements; U. S. Army Corps of Engineers, Civil Works," because the audit work did not
warrant issuing a qualified opinion on the Consolidated Balance Sheet. The Army Audit Agency was direct-
ed to revise its draft audit report. The Army Audit Agency disagreed with our direction and on February 8,
2002, issued Report No. AA 02-142, "Fiscal Year 2001 Financial Statements; U.S. Army Corps of Engineers,
Civil Works," which expressed a qualified opinion on the U.S. Army Corps of Engineers, Civil Works, FY
2001 Consolidated Balance Sheet. The report was addressed internally to the Secretary of the Army and the
Commander, U.S. Army Corps of Engineers. Based on our review of the audit information provided to us as
of February 20, 2002, the Army Audit Agency work did not comply with generally accepted government
auditing standards. External parties should not rely on the Army Audit Agency qualified opinion on the U.S.
Army Corps of Engineers, Civil Works, FY 2001 Consolidated Balance Sheet.

'On January 25, 2002, the General Accounting Office issued a new Government Auditing Standard on organizational independence. The new stan-
dard is to be applied on a prospective basis and docs not affect the audit work that was ongoing for the FY 2001 financial statements. We will apply
the new standard for future audit work and will not delegate the financial statement audit work.




We werc also unable to express an opinion on the U.S. Army Corps of Engineers, Civil Works, FY 2000
Financial Statements. We delegated to the Army Audit Agency the audit of the FY 2000 financial state-
ments. The Army Audit Agency disclaimed an opinion on the FY 2000 financial statements because of
material weaknesses and reportable conditions associated with the internal controls and compliance with
laws and regulations. The complete text of the "Inspector General, DoD, Oversight of the Army Audit
Agency Audit of the FY 2000 U.S. Army Corps of Engineers, Civil Works Program, Financial Statements,"
Report No. D-2001-067, dated February 28, 2001, can be accessed on the Internet at
http://www.dodig.osd.mil/audit/reports. Fiscal years 2000 and 2001 Corps of Engineers financial statements
are available on the Internet at http://www.dtic.mil/comptroller.

Material Weaknesses

The scope of our work was sufficient to identify deficiencies that constitute material internal control weak-
nesses related to General Property, Plant, and Equipment; Accounts Payable - Public; and general and appli-
cation controls.

General Property, Plant, and Equipment. Because the Corps of Engineers lacked complete and reliable
information to support these assets, valued at about $34.8 billion on the balance sheet, it could not satisfac-
torily substantiate amounts at which they were valued or verify that certain reported assets actually exist.
The Corps of Engineers General Property, Plant, and Equipment (PP&E) assets consisted of $17 billion of
buildings, structures, and facilities; $9 billion of construction-in-progress; $8 billion of land; $600 million of
equipment; and about $60 million of other assets. Internal controls related to these assets were not adequate
to ensurc that amounts reported in the financial statements were not materially misstated. Of the $41 billion
of total assets reported on the balance sheet, at least 70 percent had not been determined by audit to be free
of material misstatement. For example:

* beginning balances had not been established for about $25 billion of general PP&E;

+ at least $219 million was misclassified as construction in progress including costs that should have
been expensed, as well as completed projects that were not timely transferred to sponsors or placed
in service;

+ depreciation was not consistently or accurately computed and analytical tests indicate that it could be
misstated by as much as $400 million; and

+ some assets reported in financial records did not actually exist or were not owned by the Corps of
Engineers.

The Army Audit Agency advised and the Corps of Engineers made a $401.7 million adjustment to buildings,
structures, and facilities. The adjustment was based on an Army Audit Agency straight-line depreciation cal-
culation that was unsupported by sufficient, relevant audit evidence. The computation relied on untested
systems-generated information even though the system controls are known to be unreliable. The cause of
the misstatements was not determined before the calculation was made, so the actual amount of the misstate-
ment was not known.

Accounts Payable — Public. The Corps of Engineers could not demonstrate that the Corps of Engineers
Financial Management System (CEFMS) captured and reported accounts payable transactions in the proper
period. Independent vendor confirmations and contracting actions in the DoD DD-350 database (Reports to
Congress on Contracting Actions in Excess of $25,000) show that the CEFMS Accounts Payable — Public
general ledger account was incomplete. In addition, CEFMS does not recognize liabilities in accordance
with Statement of Federal Financial Accounting Standard No. 1, which requires that an account payable be
established when goods or services are received. Instead, CEFMS does not allow an account payable to be
recognized until an obligating document is entered into the system, regardless of when the goods or services
were received. The Corps of Engineers could not ensure that its accounts payable, reported at $505 million,
were not materially misstated.




Inspector General, DoD Endorsement

The Army Audit Agency advised and the Corps of Engincers made a $161 million adjustment to Accounts
Payable — Public on the balance sheet to prevent a potential accrual overstatement. The adjustment lacked
sufficient and relevant audit support.

General and Application Controls. The General Accounting Office (GAO) Report, GAO-01-89,
"Financial Management Significant Weaknesses in Corps of Engineers Computer Controls," dated October
11, 2000, identified significant vulnerabilities and risks associated with CEFMS and its applications. GAO
performed followup tests of the general and application controls in FY 2001. Based upon our review of the
GAO general and application control work, we concluded that the CEFMS general and application controls
cannot be relied on for day-to-day transactions affecting the FY 2001 financial statements. Without reliance
on the CEFMS controls or sufficient internal control testing to mitigate risks, the risk associated with Corps
of Engineers financial statements was high.

Internal Controls

The objective of the audit was not to provide assurance on internal controls and we do not express an opin-
ion on internal controls. Internal controls consist of the control environment, risk assessments, monitoring,
information and communication, and control activities. Audit standards require the auditor to assess the risk
that errors and irregularities may cause a material misstatement in the financial statements. Our limited
review of internal controls included independent tests and analyses of tests conducted by the Army Audit
Agency to determine whether controls were effective and working as designed. The FY 2001 GAO audit
concluded that general and application control weaknesses precluded reliance on systems-generated data.
We concluded that Corps of Engineers internal controls were not adequate to ensure that:

+ PP&E asscts were adequately supported and accurately valued in financial statements,
+ Accounts Payable - Public liabilities were properly recorded and reported, and

* sensitive and financial information was safeguarded.

Risk Assessment

For financial reporting purposes, risk assessment is a significant component of internal control. An entity's
risk assessment is its identification, analysis, and management of risks relevant to the preparation of finan-
cial statements following generally accepted accounting principles. The Corps of Engineers uses multiple
systems and manual processes to compile its financial statements. Internal controls were not sufficient to
provide adequate audit trails for $14 billion of year-end accounting entries.

The GAO audited CEFMS general and application controls affecting the U.S. Army Corps of Engineers,
Civil Works, FY 2001 Financial Statements and identified weaknesses in system controls at the Corps of
Engineers processing centers. At other Corps of Engineers sites, GAO identified serious vulnerabilities that
would allow both hackers and legitimate users with valid access privileges to improperly modify, inappropri-
ately disclose, and destroy sensitive and financial data. The Army Audit Agency's limited tests of internal
controls were not sufficient to support an opinion on mitigating controls. Therefore, the risk associated with
the U.S. Army Corps of Engineers, Civil Works, FY 2001 Financial Statements was high, which requires
more extensive testing to determine their reliability. The Army Audit Agency considered the risk associated
with the financial statements to be less than high and designed inadequate tests to provide the necessary
level of assurance about the reliability of material amounts in the financial statements. The tests provided
insufficient audit evidence to support their conclusions that material amounts were fairly presented in the
financial statements.

Indicators of Fraud and lllegal Acts
The American Institute of Certified Public Accountants Statement of Auditing Standard No. 82,
"Consideration of Fraud in a Financial Statement Audit," February 1997, requires auditors to assess the risk




of material misstatement caused by fraud or illegal acts in order to provide reasonable assurance that frand

or illegal acts material to the financial statements are detected.

Our audit procedures were limited, therefore, we were not able to obtain sufficient evidence to provide rea-
sonable assurance that fraud or illegal acts were detected. However, we identified no material instances of
fraud or illegal acts. We are unable to report the effect that fraud risk factors had on the U.S. Army Corps of
Engineers, Civil Works, FY 2001 Financial Statements. Nonetheless, the Corps of Engineers internal control
weaknesses significantly impair the ability to monitor, detect, and investigate fraud or theft of assets. A high
risk of material misstatements caused by fraud or illegal acts will continue to be present until internal control
weaknesses are remedied.

Compliance with Laws and Regulations

We did not perform tests of the Corps of Engineers' compliance with laws and regulations over financial
reporting. Because the scope of our audit on compliance with laws and regulations was limited, we did not
obtain sufficient evidence to support an opinion on the Corps of Engineers' compliance with laws and regu-
lations. Therefore, we do not express an opinion on compliance.

Required Supplementary Information

The Overview, Heritage Assets, the Real Property Deferred Maintenance Amounts, and the Intra-govern-
mental Amounts are not a required part of the principal financial statements. We did not audit and do not
express an opinion on such information.

M 2, i mo_
David K. Steensma

Acting Assistant Inspector General
for Auditing




DEPARTMENT OF THE ARMY
U.S. ARMY AUDIT AGENCY
OFFICE OF THE AUDITOR GENERAL
3101 Park Center Drive
Alexandria, VA 22302-1596

8 February 2002

Secretary of the Army
Commander, U.S. Army Corps of Engineers

This report summarizes the results of our audit of the U.S. Army Corps of Engineers, Civil Works
Principal Financial Statements for the fiscal year ended 30 September 2001. The Commander, U.S.
Army Corps of Engineers and The Auditor General signed an engagement letter in January 2002 defin-
ing this audit. The financial statements for the year ended 30 September 2001 included comparative
data for the year ended 30 September 2000. We performed our work pursuant to the Chief Financial
Officers Act of 1990 as amended by the Government Management Reform Act of 1994.

We issued a disclaimer of opinion on the financial statements for the period ended 30 September 2000
on 14 February 2001 (Audit Report: AA 01-187). We are expressing a qualified opinion on the
Consolidated Balance Sheet as of 30 September 2001. We are still not able to express an opinion on the
Statements of Net Cost, Changes in Net Position, Budgetary Resources, and Financing. The followup of
the general and application control review of the Corps of Engineers Financial Management System has
not been completed, so we could not rely on the computer-processed data as sufficient support for day-
to-day transactions. Also, we were not able to apply other auditing procedures at this time to satisfy
ourselves as to the fairness of the data presented in those statements.

This report doesn't contain recommendations, but it does include brief discussions of our results and
conclusions. More detailed discussions of our results and conclusions are in supporting audit reports
(sce Annex C).

I appreciate the cooperation and courtesies extended to us during the audit.

et Ll

FRANCIS E. REARDON, CPA
The Auditor General




AUDITOR'S REPORT

DEPARTMENT OF THE ARMY
U.S. ARMY AUDIT AGENCY
OFFICE OF THE AUDITOR GENERAL
3101 Park Center Drive
Alexandria, VA 22302-1596

Secretary of the Army
Commander, U.S. Army Corps of Engineers

In accordance with the Chief Financial Officers Act of 1990, as amended by the Government
Management Reform Act of 1994, the U.S. Army Corps of Engineers prepared the accompanying finan-
cial statements for fiscal years 2000 and 2001. The Corps engaged us to audit its Civil Works Balance
Sheet as of 30 September 2000 and 30 September 2001, and the Statements of Net Cost, Budgetary
Resources, Financing, and Changes in Net Position for the fiscal years ended 30 September 2000 and 30
September 2001. These financial statements are the responsibility of Corps management. Our responsi-
bility is to express an opinion on these financial statements based on our audit.

Except as discussed in the following paragraphs, we conducted our audit in accordance with generally
accepted government auditing standards and Office of Management and Budget Bulletin 01-02 (Audit
Requirements for Federal Financial Statements). Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material misstate-
ment. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and the signifi-
cant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

We issued a disclaimer of opinion on the financial statements for fiscal year 2000 on 14 February 2001.
The scope of our work was not sufficient to enable us to express, and we do not express, an opinion on
the financial statements for fiscal year 2000.

The general and application control review of the Corps financial management system identified 34
areas where improvements were needed. Corps management reported it corrected many of the deficien-
cies during the period ended 30 September 2001. However, followup audit work has not been complet-
ed to verify that corrective actions have been completed. Therefore, we could not rely on the computer-
processed data as sufficient support for day-to-day transactions. We were not able to apply other audit-
ing procedures at this time to satisfy ourselves as to the faiess of the information presented in the
Statements of Net Cost, Budgetary Resources, Financing, and Changes in Net Position. As a result, the
scope of our work was not sufficient to enable us to express, and we do not express, an opinion on the
U.S. Army Corps of Engineers (Civil Works) Statements of Net Cost, Budgetary Resources, Financing,
and Changes in Net Position.

The Corps lacked adequate supporting documentation for us to reconcile the $9.04 billion reported as
construction-in-progress under the category General Property, Plant and Equipment as of 30 September
2001. We were not able to apply other auditing procedures at this time to satisfy ourselves as to the fair-
ness of the data presented.

In our opinion, except for the effects of such adjustments, if any, as might have been determined to be
necessary had we been able to reconcile the balance of construction-in-progress, the consolidated bal-




Audit Report

ance sheet referred to above presents fairly, in all material respects, the financial position of the U.S.
Army Corps of Engineers (Civil Works) as of 30 September 2001, in conformity with generally accepted
accounting principles.

We performed limited tests of internal controls in order to determine if controls were working as
designed. Our review showed that there were areas in which internal controls needed improvements,
including general property, plant, and equipment and information systems. Internal controls consist of
the following components: control environment, risk assessment, control activities, information and
communication, and monitoring. Effective implementation of these controls provides reasonable assur-
ance that accounting data is accumulated, recorded, and reported properly by management and that
assets are safeguarded. Management is responsible for internal controls. Our tests of internal controls
do not provide sufficient evidence to support an opinion; therefore, we do not express an opinion on the
internal controls.

We also reviewed the Corps' compliance with laws and regulations in relation to its financial statements.
Our objcctive was to assess compliance, not to express an opinion. Therefore, we do not express an
opinion on compliance with laws and regulations. The Corps did not comply with Office of
Management and Budget Bulletin Number 01-09 (Form and Content of Agency Financial Statements)
and Statement of Federal Financial Accounting Standards Number 4, (Managerial Cost Accounting
Standards) requirements to present the Statement of Net Cost by business programs.

We also reviewed the information presented in the Corps' overview section accompanying its financial

statements. We do not express an overall opinion on this information. However, we found no material
inconsistencies between the information presented in the overview and the information presented in the
financial statements.

At Ll

FRANCIS E. REARDON, CPA
The Auditor General

8 February 2002




SIGNIFICANT MATTERS

SUMMARY

The U.S. Army Corps of Engineers is a leader among the major DOD commands in striving to meet the
goals of the Chief Financial Officers Act. In FY 93, the Corps was among the first to prepare and sub-
mit a separate set of financial statements. In FY 94, the Corps volunteered as a pilot project under the
Government Performance and Results Act. During FY 98, the Corps completed fielding of its new
financial management system and made changes in business practices to strengthen internal controls and
meet the requirements of both acts.

We issued a disclaimer of opinion on the financial statements for the period ended 30 September 2000.
The scope of our work was not sufficient to express, and we do not express an opinion on the financial
statements for the period ended 30 September 2000.

Except for construction-in-progress, we have completed our audit work to determine if the category of
General Property, Plant and Equipment is fairly stated. This category represents about $34.8 billion (85
percent) of the Corps assets. We have also completed our audit work on the other material asset and lia-
bility categories. We arc expressing a qualified opinion on the balance sheet as of 30 September 2001.

We, the General Accounting Office and an independent public accounting firm jointly performed a com-
prehensive test of general and application controls over the Corps of Engineers Financial Management
System. A General Accounting Office audit report addressed system general and application controls,
and an Agency report addressed system security issues. Corps management has reported that corrective
action was taken on many of the deficiencies. However, follow up audit work has not been completed
to assess those corrective actions. As a result, we were unable to rely solely on the system controls
when developing audit procedures.

During previous audits we discovered problems that required correction by the Corps. During the FY 01
audit, we followed up to determine whether actions were taken to correct the problems related to the fol-
lowing areas:

» General Property, Plant and Equipment Documentation.

» Accumulated Depreciation Related to Buildings and Structures.

+ Statement of Net Cost.

» General and Application Controls Review.

DISCUSSION

In this section we discuss our audit work related to the consolidated balance sheet as of 30 September
2001. This includes our previous audit work to assess the reasonableness of the beginning balances for
general property, plant and equipment as of 1 October 2000 and our audit work to assess the reasonable-
ness of the ending balances for all material lines on the consolidated balance sheet as of 30 September
2001. Specific discussion sections relate to:

« FY 00 beginning balances for general property, plant, and equipment.

« FY 01 consolidated balance sheet ending balances.

We also discuss followup work on prior year issues related to:

» Accumulated depreciation related to buildings and structures.
» Documentation for buildings and structures.

» General and application controls review.

» Statement of net cost.
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FY 00 Beginning Balances for Property,
Plant and Equipment
The Corps' general property, plant, and equipment is the most significant asset category on its financial
statements. For FY 01, the Corps reported a net value of about $34.8 billion for general property, plant,
and equipment.

Our initial audit work related to establishing the FY 00 beginning balances for general property, plant,
and equipment.

For FY 00, the Corps reported a capitalized cost of about $1.1 billion and a net value of about $625 mil-
lion, as its beginning balance for general equipment. We selected a statistical sample of equipment
items and reviewed supporting documentation to verify recorded amounts. Our sample results, projected
to the population of general equipment, did not show any material misstatements for the FY 00 begin-
ning balance for general equipment.

The largest category of general property, plant, and equipment reported by the Corps was real property.
This category consists of land, buildings and structures, and construction-in-progress. The Corps report-
ed a net value of about $33.3 billion as the beginning balance for FY 00. In order to assess the reason-
ablencss of the reported beginning real property balance for FY 00, we separated the Corps' real proper-
ty assets into two categories:

» Assets on power-producing projects.
» Assets on non-power-producing projects.

Assets on Power-Producing Projects
To establish the beginning balances for assets on power-producing projects, we reviewed and relied on
audits performed by independent accounting firms that audit the financial statements of the Power
Marketing Administrations. The Power Marketing Administrations market hydropower on behalf of the
Department of Energy. About $9.5 billion of the FY 00 beginning balance for Corps land, buildings,
and structures is related to power-producing projects. As part of their rate-setting practices, these Power
Marketing Administrations engage independent public accounting firms to perform annual audits of the
recorded values for these power-producing assets. We reviewed the work of the public accounting firms
and were able to rely on it to agree with the recorded values for the power-producing assets.

Assets on Non-Power-Producing Projects
We used a combination of methods to review the beginning balances for the remaining $16.9 billion
recorded for land, buildings, and structures, and the $6.9 billion recorded for construction-in-progress.
For example, we sampled individual properties and obtained supporting documentation for the recorded
property values. We also performed other analytical reviews on the assets related to non-power-produc-
ing projects.

Land. The beginning FY 00 balance for land assets on non-power-producing projects was $4.4 billion.
This cost included both the cost paid to the previous owner to acquire the land tracts and the administra-
tive cost associated with the acquisition. Therefore, we performed two reviews to determine the reason-
ableness of the costs recorded for land. We used a nonrepresentative selection of 177 land tracts to
determine the amount paid to previous owners for the land. We also reviewed 92 projects to evaluate
rccorded amounts for administrative costs. Federal financial accounting standards require that asset
costs include all costs incurred to bring the land to a form and location suitable for its intended use,
which includes the administrative costs of acquiring the land. These administrative costs include Corps
labor and legal fees, as well as costs such as relocations required to prepare the land for its intended use.
Our review of the land tract costs and the review of the administrative costs showed that the recorded
costs for land, at the beginning of FY 00, were reasonable and did not contain material misstatements.




Buildings and Structures. The Corps' FY 00 beginning balance, net of depreciation, for buildings and
other structures on non-power-producing projects was $12.5 billion. To verify the recorded values for
these assets, we selected a statistical sample of 371 buildings and structures from a universe of 31,180.
Corps management provided available documentation in an effort to support the recorded values for the
sample items. The documentation provided included both internally generated historical documentation
and documentation obtained from sources external to the Corps. Examples of internal historical docu-
mentation included programming, budgeting, estimating, and accounting documents. Our review of the
supporting documentation showed that the recorded values for buildings and structures were generally
reasonable. However, because many of the sample items were supported by internal historical documen-
tation, we established an assessment process in order to provide additional support for the validity of the
values supported by internal historical documentation. We contracted with the Department of Interior's
Burcau of Reclamation to perform independent reviews of samples of the documentation. The Bureau
of Reclamation's assessments showed that these documents were generally reliable and could be used to
corroborate recorded values for property.

Construction-In-Progress. The FY 00 beginning balance for construction-in-progress was $6.9 billion.
To verify the beginning balance for construction-in-progress, we selected a statistical sample of 161 of
the Corps' 1,703 ongoing projects. Many of the projects we reviewed were actually started prior to the
deployment of the Corps of Engineers Financial Management System. For these projects, costs were
recorded using the previous financial system-the Corps of Engineers Management Information System.
During the conversion, Corps personnel transferred construction-in-progress balances to the new finan-
cial management system. However, the costs weren't always distributed to the proper method of accom-
plishment codes that identify the type of cost incurred (for example, contract cost, in-house labor, reim-
bursable cost). The conversion process, along with post-conversion transfers from the construction-in-
progress accounts, has made it difficult to validate the reported balances for construction-in-progress.
Therefore, we could not complete the audit work on the sample projects. We will continue to work with
Corps management to develop a methodology to reconcile recorded costs for construction-in-progress.

FY 01 Consolidated Balance Sheet
Ending Balances
The following paragraphs describe our testing on the FY 01 consolidated balance sheet ending balances.

Fund Balance With Treasury
For FY 01, the Corps reported an ending fund balance with treasury of about $2.5 billion. We recon-
ciled this amount to recorded amounts maintained by the Department of the Treasury. We also tested FY
01 collection and disbursement activity. Our reconciliation and testing did not show any material mis-
statements.

Investments
For FY 01, the Corps reported an ending investments balance of about $2.3 billion. These investments
were related to amounts in the Inland Waterways Trust Fund, the Harbor Maintenance Trust Fund, and
the South Dakota Terrestrial Wildlife Habitat Restoration Trust Fund. We independently confirmed
these amounts with the Department of the Treasury, which maintains the trust fund balances. Our con-
firmation did not show any material misstatements.

Accounts Receivable
For FY 01, the Corps reported an ending accounts receivable balance of about $1.5 billion. The majori-
ty of this balance relates to long-term water storage contracts with local water authorities. We con-
firmed the amounts and verified them to individual contracts with local water authorities. We also
reviewed amounts estimated for uncollectible accounts with the public. Our review resulted in some
recommended adjustments that were accepted by management, but did not show any material misstate-
ments.
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General Property, Plant and Equipment
The largest category of assets reported by the Corps was general property, plant and equipment. This
category consists of land, buildings and structures, equipment, and construction-in-progress. For FY 01,
the Corps reported an ending balance of about $35.2 billion (prior to auditor-recommended adjustments)
for general property, plant and equipment. Specifically, the Corps reported about $7.9 billion for land,
about $17.6 billion for buildings and structures, about $610 million for equipment, about $9 billion for
construction-in-progress, and about $60 million for other assets. We had previously tested the FY 00
beginning balance for the material lines of general property, plant, and equipment and did not find mate-
rial misstatements. Accordingly, we then tested the additions and deletions for land, buildings and struc-
tures, equipment, and other assets that had taken place for fiscal years 2000 and 2001. Our review did
not show any material misstatements.

We are still working with Corps management to reconcile amounts recorded for construction-in-
progress. Until the reconciliation is completed, the amounts recorded for construction-in-progress can-
not be verified.

Public Accounts Payable and Other Liabilities
For FY 01, the Corps reported an ending balance for public accounts payable of $688.3 million. We
selected a sample of public accounts payable transactions and reviewed the supporting documentation.
Our review showed that public accounts payable were overstated because yearend accruals were inflat-
ed. To determine the amount of the overstatement, we analyzed payments against these accruals during
the 2-month period following 30 September 2001. Our analysis showed the accruals were overstated by
about $161 million. We recommended an adjustment, and Corps management agreed and made the rec-
ommended adjustment along with other minor adjustments. The total of the adjustments reduced the
reported public accounts payable to about $505.3 million. We also compared the amounts recorded as a
liability from the long-term water storage contracts to the amounts verified as receivables. Our review
did not show any material misstatements.

Followup Work on Prior Year Issues
During our audit, we also followed up on several issues we had identified in previous audit work at the
Corps.

Accumulated Depreciation Related to Buildings and Structures
We recalculated accumulated depreciation as of 30 September 2001 and found it was understated by
about $358 million. We recommended an adjustment; Corps management agreed and made the adjust-
ment.

In order to evaluate the reasonableness of the reported amount for accumulated depreciation, we recalcu-
lated accumulated depreciation for all building and structure properties owned by the Corps. We made
this calculation using a straight-line depreciation method. The recalculation used the recorded acquisi-
tion costs, acquisition dates, and useful lives for each of the building and structure properties. During
our FY 00 and FY 01 audits, we concluded that acquisition costs for buildings and structures were rea-
sonable. We also reviewed acquisition dates and useful lives for a number of selected sample properties
and found that acquisition dates and useful lives recorded in the financial management system were gen-
erally accurate.

The Corps initially reported an acquisition value of $29.8 billion, accumulated depreciation of $12.2 bil-
lion and a net value of $17.6 billion for its buildings and structures. However, our recalculation showed
that depreciation was understated by about $358 million. Therefore, the net value of buildings and
structures as well as general property, plant and equipment as a whole was overstated by about $358
million. We recommended a $358 million adjustment to accumulated depreciation, and Corps manage-
ment agreed and made the adjustment. The Corps increased the amount reported for accumulated depre-
ciation to about$12.5 billion, resulting in a net value of $17.2 billion for buildings and structures.




Prior to the adjustment recommended in the previous paragraph, we identified a significant or unusual
balance change in accumulated depreciation for FY 01. Specifically, from FY 00 to FY 01, accumulated
depreciation for buildings and structures increased by about $878 million. Our analysis showed that
about $317 million of this increase was due to corrections for prior-year depreciation based on our pre-
vious audit work. The remaining depreciation increase was routine depreciation for FY 01.

Documentation for Buildings and Structures
In FY 99, we reported that the Corps hadn't provided adequate documentation to support the recorded
values for over half of the properties in our buildings and structures sample. During fiscal years 2000
and 2001, we worked with Corps management in a major effort to obtain and reconstruct supporting
documentation for values on property, plant and equipment assets. Through this effort, we were able to
obtain documentation for the items in our sample and, therefore, project that the value of buildings and
structures was not materially misstated. In addition, the Corps agreed to maintain supporting documen-
tation in the future for the life of the asset.

General and Application Controls Review
The Corps needed to improve general and application controls related to network and data processing
activities. We made an initial review of the general and application controls and concluded that we
couldn't rely on the data in the Corps' financial management system as sufficient support for day-to-day
transactions related to the operating statements. Because of the control environment related to the finan-
cial management system, we didn't attempt to perform the audit work needed to provide an opinion on
the statements of net cost, changes in net position, budgetary resources, and financing. We will continue
the general and application control review and monitor corrective actions taken by Corps management.
As the controls are improved we will be able to increase our reliance on the financial data recorded in
the financial system.

Statement of Net Cost
Again in FY 01, the Corps prepared its Statement of Net Cost by appropriation rather than by business
programs. In doing so, the Corps complied with DOD guidance, but didn't fully implement the require-
ments established by the Federal Accounting Standards Advisory Board. In FY 00 we reported that the
Corps didn't fully implement the requirements established by the Federal Accounting Standards
Advisory Board for its Statement of Net Cost. The Federal Accounting Standards require the Corps to
present the statement by business programs, but the Corps presented the statement by appropriation.
However, the Corps did comply with the requirements of the DOD Financial Management Regulation.
This regulation requires DOD activities to report program costs by appropriation rather than by business
program. The Corps has the capability to report by business programs since it has fielded its new stan-
dard financial management system.

REPORT ON INTERNAL CONTROLS

For financial reporting purposes, the Corps' internal control objectives are to ensure that:

+ Transactions properly record and maintain accountability for assets and permit the preparation of
accurate and reliable financial statements.

« Funds, property, and other assets are safe from loss, unauthorized use, or misappropriation.

« Transactions are in accordance with applicable laws and regulations.

Numerous factors, both individually and collectively, comprise the overall contro! environment. For
example:

« Management's perceptions and integrity concerning the importance of controls will reflect in the
entity's overall attitude.

* Policies designed to establish some measure of control must be strictly enforced.
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Procedures implemented by management should adhere to fundamental control techniques, such as seg-
regating key duties, providing for tests and reconciliations, and limiting access. A comprehensive inter-
nal control structure consisting of checks and balances ensures that the control objectives will be met.

FY 01 Review

In planning and performing our audit, we:

+ Obtained an understanding of the Corps' internal controls.

* Determined whether these internal controls had been placed in operation.
+ Assessed control risk.

« Performed tests of controls in order to determine our auditing procedures for the purpose of express-
ing our opinion on the financial statements.

We randomly selected Corps operating activities, transactions, and personnel and conducted limited test-
ing of internal controls related to:

» Property, plant, and equipment.
* Revenues and receipts.

» Expenses and disbursements.

* Payroll.

» Budgetary resources.

*» Financial reporting.

» Information systems.

Our tests of internal controls did not provide sufficient evidence to support an opinion; therefore, we do
not express an opinion on the internal controls.

Limitations
Our review of the Corps' internal controls wouldn't necessarily disclose all matters related to financial
reporting that might be considered reportable conditions. Under standards issued by the American
Institute of Certified Public Accountants used standards that stated:

* Reportable conditions are matters coming to our attention relating to significant deficiencies in the
design or operation of the internal control that, in our judgment, could adversely affect the Corps
ability to record, process, summarize, and report financial data consistent with the financial state-
ments.

 Material weaknesses are reportable conditions in which the design or operation of one or more of the
internal control components does not reduce-to a relatively low level-the risk that misstatements in
amounts that would be material in relation to the financial statements being audited, may occur and
not be detected within a timely period by employees in the normal course of performing their
assigned functions.

Therefore, losses, noncompliance, or misstatements may occur and not be detected because of the inher-
ent limitations in any system of internal controls. We caution that projecting our evaluation to future
periods is subject to the risk that controls may become inadequate due to changes in conditions or the
degree of compliance with controls may deteriorate.




REPORT ON COMPLIANCE WITH LAWS AND REGULATIONS

We evaluated the Corps compliance with the provisions of the laws and regulations listed in the Audit
Scope and Methodology section of this report and in Office of Management and Budget Bulletin 01-02
(Audit Requirements for Federal Financial Statements). Our objective was to assess compliance with
laws and regulations in relation to the financial statements, not to express an opinion. Therefore, we do
not express an opinion on compliance with laws and regulations.

The audit did not identify instances of material noncompliance with selected laws and regulations. An
instance of material noncompliance is reportable if it could result in a material misstatement to the
financial statements, or if the sensitivity of the matter would cause others to perceive it as significant.

Chief Financial Officers Act of 1990
We evaluated Corps compliance with the Chief Financial Officers Act of 1990, as amended by the
Government Management Reform Act of 1994, and various implementing regulations issued by the
Office of Management and Budget and DOD as they relate to financial statement presentation. The
Corps has made a concerted effort to meet the act's requirements. In this report, we discuss areas in
which the Corps can achieve financial reporting improvements; however, we do not believe these areas
represent material noncompliance with the act.

Federal Managers' Financial Integrity Act
The Federal Managers' Financial Integrity Act of 1982 requires the Corps to report annually to the
Secretary of the Army about whether its management controls comply with the act's requirements. In its
FY 00 annual assurance statement, the Corps added a reported material weakness related to its computer
system controls. The Corps continued to report this material weakness in its FY 01 annual assurance
statement. We addressed these general and application controls weaknesses in the system-related reports
listed in Annex C of this report.

Federal Financial Management
Improvement Act of 1996
Under the Federal Financial Management Improvement Act of 1996, we are required to report whether
the Corps' financial management system substantially complied with the Federal financial management
systems requirements, Federal accounting standards, and the U.S. Government Standard General Ledger
at the transaction level. To meet this requirement, we performed some tests of compliance and reviewed
prior audit work performed during the system's development and after the system was deployed.

We found that the Corps' financial management system substantially complied with two of the three
requirements of the Federal Financial Management Improvement Act of 1996. However, because of
previously identified deficiencies in general and application controls related to the system, we could not
confirm that the system complied with the first requirement of the act.

» Federal Financial Management System Requirements. Federal financial management system
requirements have been well established in Office of Management and Budget Circular A-127,
"Financial Management Systems," dated 23 July 1993, that requires financial management systems
to provide complete, reliable, consistent, timely, and useful information. To achieve this goal, the
Corps established and maintained a single, integrated financial management system. A review of
the system in FY 99 and FY 00 identified deficiencies related to general and application controls of
the system. Management personnel at the Corps have reported that action has been taken to correct
many of the deficiencies identified. A followup review is scheduled for completion in FY 02.
Auditors from the Agency, the General Accounting Office, and an independent public accounting
firm are jointly conducting that review. Until the review is completed, we are unable to verify if the
system complies with all Federal financial management system requirements.
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Federal Accounting Standards. Federal agencies reporting under the Government Management
Reform Act of 1994 are to follow accounting standards and concepts agreed to by the Director of the
Office of Management and Budget, the Comptroller General, and the Secretary of the Treasury. For
FY 01 the financial management system substantially complied with the Federal Accounting
Standards. However, the Corps didn't fully implement the requirements established by the Federal
Accounting Standards Advisory Board and the format included in Office of Management and Budget
Bulletin 01-09 for its FY 01 Statement of Net Cost. The standards and the bulletin require reporting
activities to present the statement by business programs, but the Corps presented the statement by
appropriation. The Corps did comply with the requirements of the DOD Financial Management
Regulation to report program costs by appropriation rather than by business program. The Corps
does have the capability to present the statement by business program since it has completed fielding
of its standard, integrated financial management system. However, because of the DOD requirement
to report by appropriation, the Corps hasn't changed its reporting software to actually produce the
report by business program.

U.S. Standard General Ledger at the Transaction Level. The U.S. Standard General Ledger
should be implemented at the transaction level or have adequate crosswalks to the U.S. Standard
General Ledger. Federal agencies are permitted to supplement their application of the U.S. Standard
General Ledger to meet agency-specific information requirements. However, agency standard genet-
al ledgers must maintain consistency with the U.S. Standard General Ledger. During FY 01, the
Corps completed its conversion to the U.S. Standard General Ledger in its financial management
system.

OTHER MATTERS

Overview Information

The Corps overview information is incorporated into the Army's financial statements overview. We
reviewed the following information presented in the Corps' overview:

Background.
Mission.
Performance Results.

Management Initiatives.

We don't express an overall opinion on this information. However, we compared this information for
consistency with the financial statements. Based on this limited work, we found no material inconsis-
tencics between the information presented in the overview and the information presented in the financial
statements.

Required Supplementary Stewardship Information

The Stewardship Statement addresses only heritage assets because they are the only type of stewardship
assets managed under the Corps' Civil Works Program. Deferred Maintenance is reported for Civil
Works Water Resources Projects operated and maintained by the Corps. The amount for Deferred
Maintenance was determined through the budget development process. We made inquiries of manage-
ment regarding the methods of preparing the required supplementary stewardship information. We also
compared the information to previous periods for consistency. However, we did not audit this informa-
tion and do not express an opinion on it.
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